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HOLLY CORPORATION

OUR MISSION

Our mission is to be a premier U.S. petroleum refining, pipeline and terminal company
as measured by supervior financial performance and sustainable, profirable growth.

We will accomplish this by operating safely, reliably and in an environmentally
responsible manner, effectively and efficiently operating our existing assets, offering superior
products and services, and growing organically and through strategic acquisitions.

We will outperform our competition due to the quality and development of our
people and our assets. We will create an inclusive and stimulating work environment that

enables each employee to fully participate and contribute in the companys success.

ON THE COVER

On the cover, the top picture is the Woods
Cross Refinery located in Woods Cross, Utah,
followed by the Montana Refinery located in
Great Falls, Montana, and finally our Navajo

Refinery in Artesia, New Mexcio.




HO“LLY CORPORATION

[ FIRANCIAL AND OPERATING HIGHLIGHTS |

Years ended December 31, 2003 2002
Sales and other revenues $1,403,244,000  $ 973,689,000
Income before income taxes $ 74,359,000 $ 28,984,000
Net income $ 46,053,000 $ 18,825,000
Net income per common share - basic $ 297§ 1.21
Net income per common share - diluted $ 288 ¢ 1.18
Net cash provided by operating activities $ 70,756,000 $ 27,323,000
Net cash used for investing activities $ 119,146,000 $ 41,967,000
Tortal assets $ 708,892,000 $515,793,000
Debt and borrowings under credit agreement $ 67,142,000 $ 25,714,000
Stockholders’ equity $ 268,609,000 $228,494,000
Sales of refined products (barrels-per-day) 95,420 80,180
Refinery production (barrels-per-day) 85,030 73,600
Employees 735 570

COMPANY PROFILE

Holly 'Corporation operates through its subsidiaries a 75,000 barrels per day (“bpd”) refinery
located in Artesia, New Mexico, a 25,000 bpd refinery in Woods Cross, Utah, and a 7,500 bpd
refinery in Great Falls, Mentana. Holly also owns or leases approximately 2,000 miles of crude oil and

refined producr pipelines in the west Texas and New Mexico region and refined product terminals in

several states.

GAS OIL HYDROTREATER UNIT COMPLETED

During 2003, we completed the construction of a gas oil hydrotreating unit at
the Artesia, New Mexico refinery, which satisfies EPA mandated gasoline specifi-
cations and improves the refinery’s yields of higher value products. Additionaily,
we increased the crude oil throughput capacity of the New Mexico refining

facilities by 15,000 barrels per day.
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NAVAJO REFINERY

2003 Sales of Refinery Produced Products
62,570 BPD

GASOLINES 36,210

DIESEL FUELS 14,510

JET FUELS 5,360

=
)

ASPHALTS 4,380

LPG & OTHERS 2,110

WOODS CROSS REFINERY ’

2003 Sales of Refinery Produced Products
Seven Months Ended 12/31/03

22,480 BPD

T

GASOLINES 13,980
DIESEL FUELS 5,960
JET FUELS 600 |
FUEL OIL 1130 /
LPG & OTHERS 810

MONTANA REFINERY

2003 Sales of Refinery Produced Products

7,150 BPD

GASOLINES 2,880

DIESEL FUELS 1,050

JET FUELS 510
ASPHALTS 2,380

LPG & OTHERS 330

DEAR FELLOW STOCKHOLDERS

We are pleased to report that 2003 was an outstand-
ing year for Holly Corporation. The company’s numer-
ous achievements place us in a strong position for con-
tinued, profitable growth.

Holly’s earnings for fiscal 2003 of $46.1 million
showed a substantial improvement over the comparable
earnings of $18.8 million in calendar year 2002. Our
performance continues to compare favorably with our
peer companies in the refining sector. These results, par-
ticularly our earnings and cash flow, demonstrate the
benefits of a number of strategic initatives.

B Holly began operating the Woods Cross Refinery on
June 1, 2003. This refinery was acquired from
ConocoPhillips for $25 million, excluding the cost of
inventories. Subsequently, the acquired retail assets
were sold for $7 million. The net effect of this acqui-
sition enabled the company to capitalize on its core
competencies and increase overall refining capacity by
approximately 35%. We were able to achieve a suc-
cessful integration thanks to all of our dedicated
employees, especially our new employees at Woods
Cross. We are grateful for their hard work and wel-
come them to the Holly family.

B In June of 2003, Holly purchased an additional 45%
interest in the Rio Grande pipeline joint venture for

$28.7 million. The Rio Grande Pipeline Company, a



" HOLLY CORPORATION

partnership that is now owned 70% by Holly and
30% by BP, transports liquid petroleum gases to serve
Northern Mexico. The acquisition was accretive to
2003 earnings. The Rio Grande Pipeline Company
has performed very well to-date and continues to
have excellent prospects for future growth.

® [n March 2003, Holly sold the Iatan crude oil gather-
ing system to [lains All American Pipeline, L.P. for
$24 million. This system was purchased by Holly in
1998 for $10 million. In connection with the trans-
action, Holly retained long-term access to the system
to enable the company to continue to purchase and
transport crude oil from producers served by this
pipeline system to our Artesia, New Mexico refining
facility. We see this profitable transaction as indicative
of managemeni’s commitment to maximizing the
value of your investment in our company.

W In late 2003, Folly completed the most significant
capital program in the company’s history. At our
Artesia, New Mexico refining facility, we successfully
completed the installation of a gas oil hydrotreating
unit, which will satisfy future EPA-mandated gasoline
specifications while improving the refinery’s yields
and productior. of higher value products. Additionally,
we completed an expansion of the refinery, increasing
its capacity from 60,000 to 75,000 barrels per day.
This will result in a further increase of approximately

15% in Holly’s overall refining capacity.

B The company made a change to our financial report-
ing calendar this year from a July 31 fiscal year-end
to a December 31 fiscal year-end. We believe that
this change will be well received by the financial
community and will allow more direct comparisons
with our peers.

Thanks to these initiatives and our ongoing commit-
ment to a strategy that targets high value products in
premium locations, Holly has enjoyed a strong strategic
and geographic advantage over our competitors, We
look forward to continuing to follow this strategy and
expect further results from it in the years to come.

On a separate note, in 2003 Holly entered into an
agreement with Frontier Oil Corporation for a merger
transaction that we believed would be beneficial to
Holly’s stockholders. Unfortunately, in the months after
the agreement was announced, a major legal problem
developed for Frontier in California and efforts to nego-
tiate a restructured transaction to avoid the effects of
the California problem ended when Frontier brought
suit against Holly in August. Trial of Frontier’s claims
and Holly’s counterclaims was completed in early
March 2004 in the Delaware Court of Chancery.
Lengthy and expensive lawsuits are never desirable, but
sometimes litigation is necessary to protect the rights
and interests of a company. We believe that such was
the case in our dispute with Frontier. Although we feel

good about the full presentation of the facts at trial and
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about the legal issues raised in the case, it is of course
not possible to predict the outcome of this lawsuit prior
to the announcement of the judge’s decision. A decision
is expected within the next several months.

Holly remains committed to its corporate values of
environmental responsibility and good corporate citizen-
ship. We think Holly has a well deserved reputation for
adhering to the highest safety, ethical and environmental
standards. Looking ahead, we will continue to pursue
Holly’s strategy of seeking opportunities that provide
both short- and long-term value while operating our
business in an effective, efficient and ethical manner.

This past year has been a time of challenge and
change for Holly. For 2004 we are squarely focused on
building on our strong asset base and excellent financial
condition. With the commitment of our dedicated
employees, both old and new, we are well positioned for
continued success in the future.

Sincerely,

G T y 47
Matthew P Clifron
President

Lamar Norsworthy
Chairman of the Board
and Chief Executive Officer

March 19, 2004
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DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrant’s proxy statement for its annual meeting of stockholders to be held on May 13, 2004,
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PART 1

FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains certain "forward-looking statements" within the meaning of the federal
securities laws. “All statements, other than statements of historical fact included in this Form 10-K, including, but
not limited to, those under "Business and Properties" in Items 1 and 2, “Legal Proceedings” in Item 3 and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Item 7, are forward-
looking statements. Such statements are based on management’s belief and assumptions using currently available
information and expectations as of the date hereof, are not guarantees of future performance and involve certain
risks and uncertainties. Although the Company believes that the expectations reflected in such forward-looking
statements are reasonable, the Company cannot give any assurances that those expectations will prove to be correct.
Therefore, actual outcomes and results could materially differ from what is expressed, implied or forecast in such
statements. Such dlfferenccs could be caused by a number of factors including, but not limited to:

» risks and uncertainties with respect to the actions of actual or potential competitive suppliers of refined
petroleum products in the Company’s markets;

the demand for and supply of crude oil and refined products;

the spread between market prices for refined products and market prices for crude oil;
the possibility of constraints on the transportation of refined products;

the possibility of inefficiencies or shutdowns in refinery operations or pipelines;
effects of governmental regulations and policies;

the availability and cost of financing to the Company;

the effectiveness of the Company’s capital investments and marketing strategies;.
the Company’s efficiency in carrying out construction projects;

the outcome of the litigation with Frontier Qil Corporation;

the possibility of terrorist attacks and the consequences of any such attacks
general economic conditions; and

other financial, operational and legal risks and uncertainties detailed from time to time in the Company’s
$ecurities and Exchange Commission filings.

S & @ 9 9 @ @ @ e o o o

Cautionary statements identifying important factors that could cause actual results to differ materially from the
Company's expectations are set forth in this Form 10-K, including without limitation in conjunction with the
forward-looking statements included in this Form 10-K that are referred to above. All forward-looking statements
included in this Form 10-K and all subsequent written or oral forward-looking statements attributable to the
Company or persons acting on its behalf are expressly qualified in their entirety by these cautionary statements. The
forward-looking statements speak only as of the date made, other than as required by law, and the Company
undertakes no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.




DEFINITIONS

Within this report, the following terms have these specific meanings:

"Alkylation" means the reaction of propylene or butylene (olefins) with 1sobutane to form an iso-paraffinic
gasoline (inverse of cracking).

"BPD" means the number of barrels per day of crude oil or petroleum products. .

"Cracking" means the prbcéss of breaking down larger, heavier and more complex hydrocarbon molecules into
simpler and lighter molecules. :

"Crude distillation" means the process of distilling vapor from liquids, usually by heating, and condensing
slightly above atmospheric pressure the vapor back to liquid in order to purify, ﬁ'actlonate or form the desired
products.

"Fluid catalytic cracking"” means the breaking down of large, complex hydrocarbon molecules into smaller,
more useful ones by the application of heat, pressure and a chemical (catalyst) to speed the process.

"Hydrodesulfurization" means to remove sulfur and nitrogen compounds from oil or gas in the presence of
hydrogen and a catalyst at relatively high temperatures.

"Isomerization" means a refinery process for converting C5/C6 gasoline compounds into their isomers, i.e.,
rearranging the structure of the molecules without changing their size or chemical composition.

"LPG" means liquid petroleum gases.

"Refining gross margin" or “refinery gross margin” means the difference between produced refined product
sales prices and the costs for crude oil and other feedstocks.

"Reforming" means the process of converting gasoline type molecules into aromatxc higher octane gasoline
blend stocks whlle producmg hydrogen in the process

"Sour crude 011" means crude oil contammg apprec:able quantities of hydrogen sulfide or other sulfur
compounds.

- "Vacuum distillation" means the process of distilling vapor from liquids, usually by heating, and condensing
below atmospheric pressure the vapor back to liquid in order to purify, fractionate or form the desired products.

-4-




Items 1 and 2. Business and Properties
COMFANY OVERVIEW

Holly Corporation (including its consolidated and wholly-owned subsidiaries unless the context otherwise indicates,
the "Ccmpany"), is principally an independent petroleum refiner, which produces high value light products such as
gasoling, diesel fuel and jet fuel. The Company was incorporated in Delaware in 1947 and maintains its principal
corporate offices at 100 Crescent Court, Suite 1600, Dallas, Texas 75201-6927. The telephone number of the
Company is 214-871-35585, and its internet website address is www.hollycorp.com. The information contained on
the website does not constitute part of this Annual Report on Form 10-K. A copy of this Annual Report on Form
10-K will be provided without charge upon written request to the Controller at the above address. A direct link to
the filings of the Company at the U.S. Securities and Exchange Commission (“SEC”) web site is available on the
Company’s website on the Investors Relations page.

The Company

e owns and operates three refineries consisting of a petroleum refinery in Artesia, New Mexico that is
operated in conjunction with crude oil and vacuum distillation and other facilities situated 65 miles away in
Lovington, New Mexico (collectively known as the “Navajo Refinery”), and refineries in Woods Cross,

_ Utah and Great Falls, Montana; _

* owns and operates nine refined product storage terminals in Artesia, Moriarty, Bloomfield and Lovington,
New Mexico; El Paso, Texas; Woods Cross, Utah; Great Falls, Montana; Spokane, Washington; and
Mountain Home, Idaho;

¢ owns interests in four refined product storage terminals in Albuquerque, New Mexico; Tucson, Anzona
and Burley and Boise, Idaho; and

e owns or leases approximately 2,000 miles of pipeline located principally in west Texas and New Mexico.

Navajc Refining Company, L.P., one of the Company's wholly-owned subsidiaries, owns the Navajo Refinery. The
Navajo Refinery has a crude capacity of 75,000 BPD, can process a variety of sour (high sulfur) crude oils and
serves markets in the southwestern United States and northern Mexico. Prior to an expansion completed at the end
of 2003, the Navajo facility had a crude capacity of 60,000 BPD. In June, 2003, the Company acquired the Woods
Cross refining facility from ConocoPhillips. The Woods Cross refinery (“Woods Cross Refinery”), located just
north of Salt Lake City, has a crude capacity of 25,000 BPD and is operated by Holly Refining & Marketing
Compzny, one of the Company’s wholly-owned subsidiaries. This facility is a high conversion refinery that
primarily processes sweet (lower sulfur) crude oil. The Company also owns Montana Refining Company, a
Partnership, which owns a 7,000 BPD petroleum refinery in Great Falls, Montana ("Montana Refinery"), which can
process a variety of sour crude oils and which primarily serves markets in Montana. In conjunction with the refining
operations, the Company owns or leases approximately 1,700 miles of pipelines that serve primarily as the supply
and distribution network for the Company’s refineries. :

In recent years, the Company has made an effort to develop and expand a pipeline transportation business generating
revenues from unaffiliated parties. Pipeline transportation operations currently include approximately 500 miles of
pipeline, of which approximately 200 miles are also part of the supply and distribution network of the Navajo
Refinery. The Company’s pipeline transportation business and refinery operation combined consist of 2,000 miles
of pipelines that the Company owns or leases. Additionally, the Company owns a 70% interest in Rio Grande
Pipeline Company, which provides transportation of LPG to northern Mexico, and a 49% interest in NK Asphalt
Partners, which manufactures and markets asphalt and asphalt products in Arizona and New Mexico. In addition to
its refining and pipeline transportation operations, the Company also conducts a small-scale oil and gas exploration
and production program and has a small investment in a joint venture conductmg a retail gasoline station and
convenience store business in Montana.

The Company's operations are currently organized into two business divisions, which are Refining and Pipeline
Transportation. The Refining business division includes the Navajo Refinery, Woods Cross Refinery, Montana
Refinery and the Company’s interest in the NK Asphalt Partners joint venture. Operations of the Company that are
not included in either the Refining or Pipeline Transportation -business divisions include the operations of Holly
Corporation, the parent company, as well as oil and gas operations and the Company’s investment in the Montana
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retail gasoline joint venture. The accompanying discussion of the Company's business and properties reflects this
organizational structure.

On July 30, 2003, the Company changed its fiscal year-end from July 31 to December 31. In connection with this
change and accordance with SEC rules, on September 12, 2003, a Form 10-Q transition report was filed for the five
month period ended December 31, 2002. The different fiscal year periods reported in this Annual Report on Form
10-K are due to the Company’s change in year-end.

REFINERY OPERATIONS

The Company's refinery operations include the Navajo Refinery, the Woods Cross Refinery, and the Montana
Refinery.

The following table sets forth certain information about the combined refinery operations of the Company:

Years Ended December 31, Fiscal Years Ended July 31,

2003 2002 2002 2001
Crude charge (BPD)™. ... ..o e 76,040 64,300 60,200 64,020
Refinery production (BPD)‘Z) 85,030 73,600 66,360 69,640
Sales of produced refined products (BPD) e 82,900 71,210 67,060 69,080
Sales of refined products (BPD) @ .........cc oo vv i, 95,420 80,180 76,420 77,000
Refinery utilization ® ...............ccoieevieve e 932% @ 96.0% 89.9% & 95.6%
Average per produced barrel ©
NEESAIES ..ot ee vt s e et e e e B 3899 § 3222 % 3095 § 39.60
Raw material costs . 31.76 26.38 24.22 29.80
Refinery gross margm e 7.23 5.84 6.73 9.80
Refinery operatlngexpenses") 3.58 2.99 3.13 3.19
Net cash operating margin ... ......... oo $ 365 $ 285 % 360 3§ 6.61

(1) Crude charge represents the barrels per day of crude oil processed at the crude units at the Company’s
refineries.

(2) Refinery production represents the barrels per day of refined products yielded from processing crude and
other refinery feedstocks through the crude units and other conversion units at the Company’s refineries.

(3) Includes refined products purchased for resale representing 12,520 BPD, 8,970 BPD, 9,360 BPD, and 7,920
BPD, respectively.

(4) Crude charge divided by total crude capacity of 67,000 BPD through May 2003, and 92,000 BPD through
December 2003 which reflects the acquisition of the Woods Cross Refinery in June 2003,

(5) Refinery utilization rate reflects the effects of turnarounds for major maintenance at the Navajo Refinery and
the. Woods Cross Refinery in 2003 and the Navajo Refinery in fiscal 2002.

(6) -Represents average per barrel amounts for produced refined products sold. Reconciliations to amounts
reported under generally accepted accounting principles (“GAAP”) are located under “Reconciliations to
Amounts Reported under Generally Accepted Accounting Principles” following Item 7A of Part Il of this
Form 10-K.

(7) Represents operating expenses of refineries, exclusive of depreciation, depletion, and amortization, and
excludes refining segment expenses of product pipelines and terminals.

The petroleum refining business is highly competitive. Among the Company's competitors are some of the world's
largest integrated petroleum companies, which have their own crude oil supplies and distribution and marketing
systems. The Company also competes with other independent refiners. Competition in a particular geographic area
is affected primarily by the amount of refined products produced by refineries located in such area and by the
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availability of refined products and the cost of transportation to such area from refineries located outside the area.
Projects have been explored from time to time by refiners and other entities, which projects, if consummated, could
result in further increases in the supply of products to some or all of the Company's markets. 1n recent years, there
have been several refining and marketing consolidations or acquisitions between entities competing in the
Company's geographic markets. These transactions could increase future competitive pressures on the Company.

Set forth below is certain information regarding the principal products of the Company:

Years ended December 31, Fiscal Years ended July 31,
2003 2002 2002 2001
BPD % BPD % BPD % BPD %
Sales of produced refined products

Gasolines .............c.occooeveeree. 47,290 570 % 40,660 57.1 % 37,740 563 % 38,740 561" %
Diesel fuels ...........ooooviic e 19,060 230 % 15,070 21.2 % 14,050 209 % 15,100 21.8 %
etfuels .o 6,220 75 % 7,460 105 % 7,090 106 % 7440 10.8 %
Asphalt ... 6,760 82 % 5,490 77 % 5,820 8.7 % 5,260 76 %
LPG and ozher 3,570 4.3 % 2,530 3.5 % 2360 3.5 % 2540 3.7 %
Total.. ..ooooii 82,900 100.0 % 71,210 100.0 % 67,060 100.0 % 69,080 1000 %

Approximately 4% of the Company’s revenues in 2003 resulted from the sale for export of gasoline and diesel fuel
to an affiliate of PEMEX. Approximately 6% of the Company's revenues in 2003 resulted from the sale of military
jet fuel to the United States Government. The loss of the Company’s military jet fuel contract with the United
States Government could have an adverse effect on the Company's results of operations if alternate commercial jet
fuel or additional diesel fuel sales cannot be secured. In addition to the United States Government and PEMEX,
other significant sales were made to two petroleum companies. BP West Coast Products, LLC is a purchaser of
gasoline that supplies its retail network and accounted for approximately 12% of the Company's revenues in 2003.
ConocoPhillips is a purchaser of gasoline and diesel fuel that supplies its branded retail network and accounted for
approximately 12% of the Company's revenues in 2003. Loss of, or reduction in amounts purchased by, major
current purchasers for retail sales could have a material adverse effect on the Company to the extent that, because
of market limitations or transportation constraints, the Company was not able to correspondingly increase sales to
other purchasers. The Company believes that the availability of significant capacity in its pipeline transportation
system to the Albuquerque area and northern New Mexico increases the Company’s flexibility in the event of the
loss of a major current purchaser of products for retail sales. '

In order to maintain or increase production levels at its refineries, the Company must continually enter into
contracts for new crude oil supplies. The primary factors affecting the Company’s ability to contract for new crude
oil supplies is its ability to connect new supplies of crude oil to its gathering systems or to its other crude oil
receiving lines, its success in contracting for and receiving existing crude oil supplies that are currently being’
purchased by other refineries, and the level of drilling activity near its gathering systems or its other crude oil
receiving lines. ‘ ' '

Navajo Refinery

Facilities. '

With the recently completed expansion and upgrade project, the Navajo Refinery now has a crude oil capacity of
75,000 BEPD and has the ability to process a variety of sour crude oils into high value light products (such as
gasoline, diesel fuel and jet fuel). The Navajo Refinery's processing capabilities enable management to vary the
crude supply mix to take advantage of changes in raw material prices and to respond to fluctuations in the
availability of different types of crude oil supplies. The Navajo Refinery converts approximately 90% of its raw
materials throughput into high value light products. For 2003, gasoline, diesel fuel and jet fuel (excluding volumes

purchased for resale) represented 57.9%, 23.2% and 8.6%, respectively, of the Navajo Refinery's sales volumes.
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The following table sets forth certain information about the Navajo Refinery operations:

Years Ended December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001

Crude charge (BPD) V... ..ot it i e 56,080 57,650 53,640 57,830
Refinery production (BPD)@... ... ...... 63,680 66,380 59,390 63,230
Sales of produced refined products (BPD) TR 62,570 64,270 59,830 62,620
Sales of refined products (BPD) ™ ..........c. oo v e vve e 74,500 72,710 68,880 70,190
Refinery utilization @ ... .......ococooecierre e ee e 93.5% @ 96.1% 89.4% @ 96.4%
Average per produced barrel

NEtSAlES ... vo s e vt v e e e 3895 % 3238 § 3102 § 39.89
Raw material Costs ...... ... .o o e e 31.52 26.66 24 .46 30.17
Refinery gross margin ............ oo e vt ves iecvee ven i e e 743 5.72 6.56 9.72
Refinery operating expenses @ ... ..........c.oc oo 3.24 2.70 2.84 2.92

Net cash operating margin ............ .o oo e e viveeee. $ 419 § 302§ 372§ 6.80

(1) Crude charge represents the barrels per day of crude oil processed at the crude units at the refinery.
(2) Refinery production represents the barrels per day of refined products yielded from processing crude and
. other refinery feedstocks through the crude units and other conversion units at the refinery.

(3) Includes refined products purchased for resale representing 11,930 BPD, 8,440 BPD, 9,050 BPD, and 7,570
BPD, respectively.

(4) Crude charge divided by total crude capacity of 60,000 BPD through December 2003.

(5) Refinery utilization rate reflects the effects of turnarounds for major maintenance at the Navajo Refinery
in 2003 and fiscal 2002.

(6) Represents average per barrel amounts for produced refined products sold. Reconciliations to amounts
reported under GAAP are located under “Reconciliations to Amounts Reported under Generally Accepted
Accounting Principles” following Item 7A of Part II of this Form 10-K.

(7) Represents operating expenses of refinery, exclusive of depreciation, depletion, and amortization, and
excludes refining segment expenses of product pipelines and terminals.

Navajo Refinery’s Artesia facility is located on a 400-acre site and has fully integrated crude distillation, fluid
catalytic cracking ("FCC"), vacuum distillation, alkylation, hydrodesulfurization, isomerization, sulfur recovery and
reforming units, and approximately 1.6 million barrels of feedstock and product tank storage, as well as other
supporting units and office buildings at the site. In 2003, a gas oil hydrotreater and expansion was completed at the
Navajo Refinery, described below under “Capital Improvement Projects.” The operating units at the Artesia facility
include newly constructed units, older units that have been relocated from other facilities, upgraded and re-erected in
Artesia, and units that have been operating as part of the Artesia facility (with periodic major maintenance) for many
years, in some very limited cases since before 1970. The Artesia facilities are operated in conjunction with
integrated refining facilities located in Lovington, New Mexico, approximately 65 miles east of Artesia. The
principal equipment at Lovington consists of a crude unit and an associated vacuum unit which were originally
constructed after 1970, and approximately 1.0 million barrels of feedstock and product tank storage. The Lovington
facility processes crude oil into intermediate products, which are transported to Artesia by means of two Company-
owned pipeline, and which are then upgraded into finished products at the Artesia facility.

The Company has approximately 800 miles of crude gathering pipelines transporting crude oil to the Artesia and
Lovington facilities from various points in southeastern New Mexico and West Texas, 70 crude oil trucks and
trailers, and over 600,000 barrels of related tankage.

The Company distributes refined products from the Navajo Refinery to its markets in Arizona, Albuquerque and

west Texas primarily through two Company-owned pipelines that extend from Artesia to El Paso. In addition, the
Company uses a leased pipeline to transport petroleum products to markets in central and northwest New Mexico.
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The Company has refined product storage at terminals in El Paso, Texas; Tucson, Arizona; and Albuquerque,
Artesia, Moriarty and Bloomfield, New Mexico. :

In 2000, the Company and a subsidiary of Koch Materials:Company (“Koch”) formed a joint venture, NK Asphalt
Partners, to manufacture and market asphalt and asphalt products in Arizona and New Mexico under the name
“Koch Asphalt Solutions — Southwest.” The Company contributed its asphalt terminal and asphalt blending and
modification assets in Arizona to NK Asphalt Partners and Koch contributed its New Mexico and Arizona asphalt
manufacturing and marketing assets to NK Asphalt Partners. On January 1, 2002, the Company sold a 1% equity
interest in NK Asphalt Partners to Koch thereby reducing the Company’s equity interest-from 50% to 49%: All
asphalt produced at the Navajo Refinery is sold.at market prices to the joint venture under a supply agreement.

Markets and Competition :

The Navajo Refinery primarily serves the growmg southwestem United States market, mcludmg El Paso, Texas;
Albuquercue, Moriarty and Bloomfield, New Mexico; Phoenix and Tucson, Arizona; and the northem Mexico
market. The Company's products are shipped by Company-owned pipelines from Artesia, New Mexico to El Paso,
Texas and. from El Paso to Albuquerque and from El Paso to Mexico via products pipeline systems owned by
Chevron Pipeline Company- and from El Paso to Tucson and Phoenix via a products pipeline system owned by
Kinder Morgan’s SFPP, L.P. (“SFPP™). In addition, Navajo Refinery began transporting petroleum products in late
1999 to markets in northwest New Mexico and to Moriarty, New Mexico, near Albuquerque, via a leased pipeline
from Chaves County to San Juan County, New Mexico.

The El Paso Market

A majority of the light products of the Navajo Reﬁnery (i.e. products other than asphalt, LPGs and carbon black oil)
are curren'ly shipped to El Paso on pipelines owned and operated by the Company. Of the products shipped to El
Paso, most are subsequently.-shipped (either by the Company or by purchasers of the products from the Company)
via common carrier pipelines to Tucson and Phoenix, Arizona. A smaller percentage of its light products are
shipped to Albuquerque, New: Mexico and markets in northern Mexico via common carrier pipelines; the remaining
products that are shipped to El Paso are sold to wholesale customers primarily for ultimate retail sale in the El Paso
area. The Company expanded its capacity to supply El Paso in 1996 when the Company replaced most of an 8-inch
pipeline from Orla to El Paso, Texas with a new 12-inch line, a portion of the throughput of which has been leased
to Alon USA LP ("Alon"), formerly Fina, Inc., to transport refined products from the Alon refinery in.Big Spring,
Texas to El Paso. Holly receives monthly payments from Alon in the amount of $536,000 with respect to a long
term lease of the pipeline, subject to periodic rent adjustments.

The El Paso market for refined products is currently supplied by a number of refiners either that are located in El
Paso or that have pipeline access to El Paso. These include the ConocoPhillips and Valero refineries in the Texas
panhandle and-the Western refinery in El Paso. : The Company currently ships approximately 54,000 BPD into the
El Paso market, 8,000 BPD of which are consumed in the local El Paso market. Since 1995, the volume of refined
products transported by various suppliers via pipeline to El Paso has substantially expanded, in part as a result of the
Company’s ‘own 12-inch pipeline expansion described above and primarily as a result of the completion in
November 1995 of the Valero L.P. 10-inch pipeline running 408 miles from the Valero refinery near McKee, Texas
to El Paso. The capacity of this pipeline (in which ConocoPhillips now has a 1/3 interest) is currently 60,000 BPD.
In August 2000, Valero announced that it is studying a potential expansion of this pipeline to 80,000 BPD. The
Company bHelieves that demand in the El Paso market and more 1mportantly the larger Arizona markets served
through El Paso will continue to grow.

Until 1998, the El Paso market and markets served from El Paso were generally not supplied by refined products
produced ty the large refineries on the Texas Gulf Coast: While wholesale prices of refined products on the Gulf
Coast have historically been lower than prices in El Paso, distances from the Gulf Coast to EI Paso (more than 700
miles if the most direct route were used) have made transportation by truck unfeasible and have discouraged the
substantial investment required for development of refined products pipelines from the Gulf Coast to El Paso.

In 1998, a Texaco, Inc. subsidiary converted an existing 16-inch crude oil pipeline running from the Guif Coast to
Midland, Texas along a northern route through .Corsicana, Texas to refined products service. This pipeline, now
owned by Shell Pipeline Company, LP (“Shell”), is linked to a 6-inch pipeline, also owned by Shell, and can
transport to El Paso approximately 16,000 to 18,000 BPD of refined products produced on the Texas Gulf Coast
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(this capacity replaced a similar volume that had been produced in the Shell Oil Company refinery in Odessa, Texas,
which was shut down in 1998). The Shell pipeline from the Gulf Coast to Midland has the potential to be linked to
existing or new pipelines running from the Midland, Texas area to El Paso with the result that substantial additional
volumes of refined products could be transported from the Gulf Coast to El Paso.

The Proposed Longhorn Pipeline

The proposed Longhorn Pipeline, which is owned by Longhorn Partners Pipeline, L.P. ("Longhorn Partners"), is an
additional potential source of pipeline transportation from Gulf Coast refineries to El Paso. This pipeline is proposed
to run approximately 700 miles from the Houston area of the Gulf Coast to El Paso, utilizing a direct route.
Longhorn Partners has proposed to use the pipeline initially to transport approximately 72,000 BPD of refined
products from the Gulf Coast to El Paso and markets served from El Paso, with an ultimate maximum capacity of
225,000 BPD. Although most construction has been completed, the Longhorn Pipeline will not begin operations
until the completion of certain agreed improvements and pre-start-up steps. Published reports indicate that
construction in preparation for the start-up of the Longhorn Pipeline continued until late July 2002, when the
construction activities were halted before completion of the project. In December 2003, the United States Court of
Appeals for the Fifth Circuit affirmed a decision by the federal district court in Austin, Texas that allows the
Longhorn Pipeline to begin operations when agreed improvements have been completed. The plaintiffs in this
proceeding are expected to file in the next few weeks a petition to the Supreme Court of the United States seeking
review of the Court of Appeals decision. In January 2004, Longhorn officials stated they had received the additional
financing needed to finalize the project and that they expect start-up to occur in the early summer of 2004.

If the Longhorn Pipeline operates as currently proposed, it could result in significant downward pressure on
wholesale refined products prices and refined products margins in El Paso and related markets. However, any effects
on the Company's markets in Tucson and Phoenix, Arizona and Albuquerque, New Mexico would be expected to be
limited in the near-term because current common carrier pipelines from El Paso to these markets are now running at
capacity and proration policies of these pipelines allocate only limited capacity to new shippers. Although Chevron-
Texaco has not announced any plans to expand their common carrier pipeline from E)} Paso to Albuquerque to
address their capacity constraint, SFPP has announced plans to expand the capacity of its pipeline from El Paso to
the Arizona market by 53,000 BPD. According to their latest announcement, this expansion is expected to be
completed during 2005. Although the Company s results of operations could be adversely impacted by a start-up of
the Longhorn Pipeline, the Company is unable to predict at this time the extent to which it could be negatively
affected.

As a result of the Company's settlement of litigation with Longhorn Partners, the Company in November 2002
prepaid $25,000,000 to Longhorn Partners for the shipment of 7,000 BPD of refined products from the Gulf Coast to
El Paso in a period of up to 6 years from the date the Longhorn Pipeline begins operations if such operations begin
by July 1, 2004. Under the agreement, the prepayment would cover shipments of 7,000 BPD by the Company for
approximately 4 1/2 years assuming there were no curtailments of service once operations began. The Company
intends to make use of the prepaid transportation services to ship purchased refined products on the Longhorn
Pipeline to meet obligations of the Company to deliver refined products to customers in Ei Paso. The Company
believes that these transportation services will be of benefit to the Company because most or all of such refined
products shipped by the Company on the Longhorn Pipeline would take the place of Company products that can be
profitably redirected to markets in northwest New Mexico and southern Colorado.

At the date of this report, it is not possible to predict whether and, if so, under what conditions, the Longhorn
Pipeline will ultimately be operated, nor is it possible to predict the overall impact on the Company if the Longhorn
Pipeline does not ultimately begin operations or begins operations at different possible future dates. Under the terms
of the November 2002 settlement agreement that terminated litigation between the Company and Longhorn Partners,
the Company would have an unsecured claim for repayment with interest of the Company's $25,000,000
prepayment to Longhorn Partners for transportation services if the Longhorn Pipeline does not begin operations by
July 1, 2004 or Longhorn Partners announces that it will not begin operations by that date.

Arizona and Albuquerque Markets

The Company currently ships approximately 33,000 BPD into, and accounts for approxlmately 14% of the refined
products consumed in, the Arizona market, which is comprised primarily of Phoenix and Tucson. The Company
currently ships approximately 11,000 BPD into, and accounts for approximately 15% of the refined products
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consumed, in the Albuquerque market. The common carrier pipelines-used by the Company to serve the Arizona
and-Albuquerque markets are currently operated at or near capacity and are subject to proration. - As a result, the
volumes of refined products that the Company and other shippers have been able to deliver to these markets have
been limited. The flow of additional products into El Paso for shipment to Arizona, either as a result of operation of
the Longhorn Pipeline or otherwise, could further exacerbate such constraints on deliveries to Arizona. No
assurances can be given that the Company will not experience future constraints on its ability to deliver its products
through the common carrier pipeline to Arizona. Any future constraints on the Company's ability to transport its
refined products to Arizona could, if sustained, adversely affect the Company's results of operations and financial
condition. As mentioned above, SFPP has announced plans to expand the capacity of its pipeline from El Paso to
the Arizona market by 53,000 BPD. According to their latest announcement, this expansion is expected to be
completed during 2005. For the Company, the proposed expansion would permit the shipment of additional refined
products to markets in Arizona, but pipeline tariffs would likely be higher and the expansion would also permit
additional shipments by competing suppliers. The ultimate effects of the proposed pipeline expansion on the
Company cannot presently be estimated.

In the case of the Albuquerque market, the common carrier pipeline used by the Company to serve this market
currently operates at or near capacity with resulting limitations on the amount of refined products that the Company
and other shippers can deliver. The Company leases from Enterprise Products Partners, L.P. a pipeline between
Artesia and the Albuquerque vicinity and Bloomfield, New Mexico (the “Leased Pipeline”). The Lease Agreement
currently runs through 2007, and the Company has .anoption to renew for an additional ten years. The Company
owns and operates a 12” pipeline from the Navajo Refinery to the Leased Pipeline as well as terminalling facilities
in Bloomiield, New Mexico, which'is located in the northwest corner of New Mexico, and in Moriarty, which is 40
miles east of Albuquerque. Transportation of petroleum products to markets in northwest New Mexico and diesel
fuels to Moriarty began in the last quarter of 1999. In December 2001, the Company completed its expansion of the
Moriarty rerminal and its pumping capacity on the Leased Pipeline. The terminal expansion included the addition of
gasoline and jet fuel to the existing diesel fuel delivery capabilities, thus permitting the Company to provide a full
slate of light products to the growing. Albuquerque and Santa Fe, New Mexico areas, The enhanced pumping
capabilitics on the Company’s leased pipeline extending from the Artesia refinery through Moriarty to Bloomfield
permits the Company to deliver a total of over 45,000 BPD of light products to these locations. If needed, additional
pump stations could further increase the pipeline’s capabilities.

An additional factor that could affect some of the Compary's markets is excess pipeline capacity from the West
Coast into the Company's Arizona markets after the elimination of bottlenecks in 2000 on the pipeline from the
West Coast to Phoenix. If refined products become available on the West Coast in excess of demand in that market,
additiona! products could be shipped into the Company's Arizona markets with resulting possible downward
pressure on refined product prices in these markets. '

Crude Oil and Feedstock Supplies '

The Navzjo Refinery is situated near the Permian Basin in an area which historically has had abundant supplies of
crude oil available both for regional users, such as the Company, and for export to other areas. The Company
purchases crude oil from producers in nearby southeastern New Mexico and West Texas and from major oil
companies. Crude oil is gathered both through the Company's pipelines and tank trucks and through third party
crude oil pipeline systems. In recent years the Company’s access to crude oil has expanded, primarily as a result of
acquisiticns in 1998 and 1999 of crude oil gathering, transportation and storage assets in West Texas. In March
2003, the Company sold its Iatan crude oil gathering system located in West Texas to Plains Marketing L.P. for a
purchase price of $24 million in cash. In connection with the transaction, the Company and Plains have entered into
a six and a half year agreement which commits the Company to transport such crude oil to the extent it purchases
crude oil in the relevant area of the latan system at an agreed upon tariff. The sale resulted in a pre-tax gain of $16.2
million. Crude oil acquired in locations distant from the refinery is exchanged for crude oil that is transportable to
the refinery. The Company also purchases crude oil from producers and other petroleum companies in excess of the
needs of its refineries for resale to other purchasers or users of crude oil. See Note 4 to the Consolidated Financial
Statements in Item 8 of this report for additional information.

The Company also purchases isobutane, natural gasoline, and other feedstocks to supply the Navajo Refinery. In
2003, approximately 3,600 BPD of isobutane and 3,100 BPD of natural gasoline used in the Navajo Refinery’s
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operations were purchased from other oil companies in the region and shipped to the Artesia refining facilities on a
Company-owned 65-mile pipeline running from Lovington to Artesia.

Principal Products and Customers
Set forth below is certain information regarding the principal products produced at the Navajo Refinery:

Years ended December 31, Fiscal Years ended July 31,

2003 2002 2002 2001
BPD % BPD % BPD . % BPD %

Sales of produced refined products
Gasolines ..............ccoeeerveevenen .. 36,210 579 % 37,650 586 % 34,820 582 % 36,000 575 %
Dieselfuels ............c. oo 14,510 232 % 13,980 217 % 12920 216 % 13,810 220 %
Jetfuels ...........cccoevvviiiiiinn 5,360 86 % 6,920 10.8 % . 6,570 11.0 % 7,060 113 %
Asphalt ..o 4,380 70 % 3,480 54 % 3450 57 % 3,480 56 %
LPGandother..........cooovenn 2,110 33 % 2,240 35 % 2070 35 % 2270 36 %

Total..........oocci . 62,570 100.0 % 64,270 100.0 % 59,830 100.0 % 62,620 -100.0 %

Light products are shipped by product pipelines or are made available at various points by exchanges with others.
Light products are also made available to customers through truck loading facilities at the refinery and at terminals.

The Company’s principal customers for gasoline include other refiners, convenience store chains, independent
marketers, an affiliate of PEMEX (the govemment-owned energy company of Mexico) and retailers. The
Company’s gasoline is marketed in the southwestern United States, including the metropolitan areas of El Paso,
Phoenix, Albuquerque, Bloomfield, and Tucson, and in portions of northern Mexico. The composition of gasoline
differs, because of local regulatory requirements, depending on the area in which gasoline is to be sold. Under
current standards, MTBE is a constituent of gasolines exported by the Company to northern Mexico and some
grades of gasoline marketed in Phoenix during certain times of the year. Diesel fuel is sold to other refiners, truck
stop chains, wholesalers, and railroads. Jet fuel is sold primarily for military use. Military jet fuel is sold to the
Defense Energy Support Center, a part of the United States Department of Defense (the "DESC"), under a series of
one-year contracts that can vary significantly from year to year. The Company sold approximately 5,800 BPD of jet
fuel to the DESC in 2003. The Company has had a military jet fuel supply contract with the United States
Government for each of the last 34 years. The Company’s size in terms of employees and refining capacity allows
the Company to bid for military jet fuel sales contracts under a small business set-aside program. In August 2003,
DESC awarded contracts to the Company for sales of military jet fuel for the period October 1, 2003 through
September 30, 2004. The Company’s total contract award, which is subject to adjustment based on actual needs of
the DESC for military jet fuel, was approximately 85 million gallons as compared to the total award for the 2002-
2003 contract year of approximately 130 million gallons. Because of the pendency of the proposed merger with
Frontier Oil Corporation at the time of the bidding for these contracts, the Company was not eligible for favorable
small refiner status in the bidding process for the 2003-2004 contract year. Due to the Company’s ineligibility for
small refiner status in this bidding process, the Company’s final bid prices were less and the volumes for which the
Company was the successful bidder were smaller than in the case of military jet fuel contracts in prior years, when
the Company was eligible for small refiner status. The Company estimates that the result of its ineligibility for
small refiner status in the 2003-2004 contract year will be a reduction in pre-tax net income of approximately $1 to
$2 million for the twelve months ending September 30, 2004. Since the formation of NK Asphalt Partners in July
2000, all asphalt from the Navajo Refinery is sold to NK Asphalt Partners. Carbon black oil is sold for further
processing, and LPGs are sold to LPG wholesalers and LPG retailers.

Capital Improvement Projects ,

The Company has invested significant amounts in capital expenditures in recent years to expand and enhance the
Navajo Refinery and expand its supply and distribution network. In December 2003, the Company completed a
major expansion project at the Navajo Refinery that included the construction of a new gas oil hydrotreater unit and
the expansion of the crude refining capacity from 60,000 BPD to 75,000 BPD. The total cost of the project was
approximately $85 million, excluding capitalized interest.
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The hydrotreater enhances- higher value light product yields and expands the Company's ability to produce
additional quantities of gasolines meeting the present California Air Resources Board ("CARB") standards, which
were adopted in the Company’s Phoenix market for winter months beginning in late 2000, and enables the Company
to meet the recently adopted EPA nationwide low-sulfur gasoline requirements that became effective in 2004 for all
of the Company’s gasolines. Additionally, in fiscal 2001 the Company completed the construction:of a new
additionzl sulfur recovery unit, which is currently utilized to enhance sour crude processing capabilities and provide
sufficien: capacity to recover the additional extracted sulfur resulting from operations of the hydrotreater.

Contemporaneous with the hydrotreater project, the Company completed necessary modifications to several of the
Artesia . und Lovington processing ‘units for the Navajo Refinery expansion, which increased crude oil refining
capacity from 60,000 BPD to 75,000 BPD. The permits received by the Company to date for the Artesia facility,
subject to possible minor modifications, should also permit a second phase expansion of the Navajo Refinery’s
crude oif capacity to an estimated: 80,000 BPD, but a schedule for such additional expansion has not been

© determined.

For the 2004 year, the Company’s capital budget for the Navajo Refinery totals $7 million for various refining and
pipeline improvement projects. Additionally, $17 million was approved in the 2004 capital budget for management
to pursue new high-return pipeline transportation and terminal opportunities relating to the distribution network of
the Navzjo Refinery.

The Company’s Leased Pipeline is an 8" pipeline running for more than 300 miles from Chaves County to San Juan
County, New Mexico. The Company owns and operates a 59 mile, 12" pipeline from the Navajo Refinery to the
Leased Pipeline and also owns terminalling facilities in Bloomfield, New Mexico, which is located in the northwest
corner cf New Mexico and in Moriarty, which is 40 miles east of Albuquerque. Transportation of petroleum
products to markets in northwest New Mexico and diese! fuels to Moriarty began during the last quarter of calendar
1999. In December 2001, the Company completed an expansion of the Moriarty terminal and the pumping capacity
on the Leased Pipeline. The terminal expansion included the addition of gasoline and jet fuel to the existing diesel
fuel delivery capabilities, thus permitting the Company to provide a full slate of light products to the growing
Albuquerque and Santa Fe, New Mexico areas. The enhanced pumping capabilities on the Leased Pipeline
extending from the Artesia refinery through Moriarty to Bloomfield will permit the Company to deliver a total of
over 45,000 BPD of light products to these locations. If needed, additional pump stations could further increase the
pipeline’s capabilities.

Woods Cross Refinery

On June 1, 2003, the Company acquired from ConocoPhillips the Woods Cross Refinery located near Salt Lake
City, Utah and related assets, including a refined products terminal in Spokane, WA, a 50% ownership interest in
refined products terminals in Boise and Burley, Idaho, and 25 retail service stations located in Utah and Wyoming
for an agreed price of $25 million plus inventory less obligations assumed. The total cash purchase price, including
expenses and the deposit made in 2002, was $58.3 million. For the purchase price, the Company recorded inventory
of $35.4 million, property, plant and equipment of $25.6 million, intangible assets of $1.6 million, and recorded a
$4.4 million liability, principally for pension obligations. In August 2003, the Company sold the retail assets for $7
million (excluding inventory proceeds), resulting in a pre-tax loss of approximately $400,000, due principally to
transaction expenses. ’ ’

The Wcods Cross Refinery is being operated by Holly Refining & Marketing Company, a wholly owned subsidiary
of the Company. The Woods Cross refinery has a crude oil capacity of 25,000 BPD and processes primarily sweet
crude oils into high value light products. For the period from June 1, 2003 to December 31, 2003, the Woods Cross
Refinery processed approximately 22,500 BPD of crude oil.’ '

The Woods Cross Refinery currently ‘obtains its supply of crude oil primarily from suppliers in Canada, Wyoming,
Utah and Colorado via common carrier pipeline, which runs from the Canadian border through Wyoming to the
refinery. lIts primary markets include Utah, Idaho and Wyoming where it distributes its products largely through a
network: of Phillips 66 branded marketers. The purchase of the Woods Cross Refinery also included certain pipelines
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and other transportation assets used in connection with the refinery, and a 10-year exclusive license to market fuels
~under the Phillips brand in the states of Utah, Wyoming, Idaho and Montana.

The majority of the light refined products produced at the Woods Cross Refinery currently are delivered to
customers. in the Salt Lake City area via the truck rack at the refinery. Remaining volumes are shipped via pipelines
owned by ChevronTexaco Corporation to numerous terminals, including the Company’s terminals at Boise and
Burley, Idaho and Spokane, Washington. The Woods Cross Refinery is one of five refineries located in Utah. The
Company estimates that the four refineries that compete with the Woods Cross Refinery have a combined capacity
to process approximately 140,000 BPD of crude oil. These five refineries collectively supply an estimated 70% of
the gasoline and distillate products consumed in the states of Utah and Idaho, with the remainder imported from
refineries in Wyoming and Montana via the Pioneer Pipeline owned jointly by Sinclair and ConocoPhillips.

The Company is finalizing its clean fuels strategy for the Woods Cross Refinery which will be required to address
mandated lower sulfur in on-road diesel fuel on June 1, 2006. The facility is currently meeting the applicable new
low-sulfur gasoline requirements that commenced in 2004. The current 2004 capital budget for the Woods Cross
Refinery includes preliminary costs of $13.5 million for increased hydrogen production and $3 million associated
with the selected low-sulfur diesel desulfurization project. The 2004 capital budget totals $19.5 million, which
includes the above projects and an additional amount of approximately $3 million for other refinery improvements.

The following table sets forth certain information about the Woods Cross Refinery operations since its acquisition
by the Company:

Seven Months

Ended
December 31,
2003
Crude charge BPD) ... 22,540
Refneryproductlon(BPD)m 23,870
Sales of produced refined products (BPD) PO 22,480
Sales of refined products (BPD) @ .............oooi v, 22,680
Refinery utilization @, 90.2%
Average per produced barrel ©
Netsales ......ocooovvri e e $ 40.91
Raw material costs .. 34.81
Reﬁneryg.rossmargm 6.10
Refmeryoperatmgexpensesm 3.92
Net cash operating margin .. i § 2.18

(1) Crude charge represents the barrels per day of crude oil processed at the crude units at the refinery.

(2) Refinery production represents the barrels per day of refined products yielded from processing crude and
other refinery feedstocks through the crude units and other conversion units at the refinery.

(3) Includes refined products purchased for resale representing 200 BPD.

(4) Crude charge divided by total crude capacity of 25,000 BPD from acquisition date of June 1, 2003.

(5) Refinery utilization rate reflects the effects of a turnaround for major maintenance in 2003.

(6) Represents average per barrel amounts for produced refined products sold. Reconciliations to amounts
reported under GAAP are located under “Reconciliations to Amounts Reported under Generally Accepted
Accounting Principles” following Itemn 7A of Part II of this Form 10-K.

(7) Represents operating expenses of refinery, exclusive of depreciation, depletion, and amortization, and
excludes refining segment expenses of product terminals.
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Set forth below is certain information regarding the prmc1pal products produced at the Woods Cross Refinery since
the Company’s acquisition on June 1, 2003. .

Seven Months
. Ended December 31,
2003
BPD %
Sales of produced refined products

Gasolings ..o.vvvviviiiiiinn veenenns W o 13,980 622 %
Diesel filels .....covvienvnniiiinii s 5,960 265 %
Jetfuels covvvveriineeiieniiiee e ' 600 27 %
LPG and other ...coovvvvvveenneniiinnnnnen. 1,940 8.6 %
T TOta) e e 22,480 100.0 %

Montans Refinery

The Company’s 7,000 BPD petroleum refinery in Great Falls, Montana processes a wide range of crude oils and
primarily serves markets in Montana. For the last two years, the Montana Refinery has operated at an average
annual crude capacity utilization rate of approximately 96%.

The following table sets forth certain information about the Montana Refinery operations:

Years Ended December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001

Crude charge (BPD)YW...........occoviii e 6,740 6,650 6,560 6,170
Refinery production (BPD) "’ ST 1,350 7,220 6,970 6,410
Sales of produced refined products (BPD) . 7,150 6,940 7,230 6,460
Sales of refined products (BPD)® ... .........oco oo 7,620 7,470 7,540 6,810
Refinery utilization © _..................oooiiisiioinn 96.3% 95.0% 93.7% 88.1%
Average per produced barrel ¢ :

Net sales .. TP $ 35.80 $ 30.65 $ 30.38 $ 36.83

Raw matenal costs 28.17 23.79 22.23 26.22

Refinerv gross margm TR 7.63 6.86 8.15 10.61

Refnerroperatmgexpenses“’ 5.85 5.67 5.55 5.84

Net cash operating margin .. $ 178§ 1.19 § 260 $ 4,77

(1) Crude charge represents the barrels per day of crude oil processed at the crude units at the refinery.

(2) Refinery production represents the barrels per day of refined products yielded from processing crude and
_ other refinery feedstocks through the crude units and other conversion units at the refinery. ’

(3) Includes refined products purchased for resale representing 470 BPD, 530 BPD, 310 BPD and 350 BPD,

respectively.

{4) Crude charge divided by total crude capacity of 7,000 BPD.

(5) Represents average per barrel amounts for produced refined products sold. Reconciliations to amounts
reported under GAAP are located under “Reconciliations to Amounts Reported under Generally Accepted

~ Accounting Principles” following Item 7A of Part II of this Form 10-K.

(6) Represents operating expenses of refinery, exclusive of depreciation, depletion, and amortization,

The Montana Refinery currently obtainvs its supply of crude oil from suppliers in Canada via a common carrier,
pipeline that runs from the Canadian border to the refinery. The Montana Refinery's principal markets include Great
Falls, Heléna, Bozeman, Billings and Missoula, Montana. The Company competes principally with three other
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- Montana refineries. The Montana Refinery is currently meeting the  applicable new low sulfur gasoline
requirements that commences in 2004. The Company does not anticipate significant required expenditures at the
facility for the 2006 low sulfur diesel requirements.

Set forth below is certain information regarding the principal products produced at the Montana Refinery:

Years ended December 31, Fiscal Years ended July 31,
2003 2002 2002 2001
BPD % BPD % BPD % BPD %

Sales of produced refined products :
Gasolines .........cooccvnvee e 2,880 403 % 3,010 434 % 2,920 404 % 2,740 424 %
Diesel fuels ... .....c....oovvevi i e 1,050 147 % . 1,090 157 % 1,130 15.6 % 1,290 200 %
Jetfuels ... 510 7.1 % 530 7.6 % 520 72 % 380 58 %
Asphalt ...l 2,380 333 % ° 2010 290 % 2370 - 328 % 1,780 276 %
LPGandother .........ccoccoiinininnes 330 4.6 % 300 43 % 290 40 % 270 42 %
Total...... .o 7,150 100.0 % 6,940 100.0 % 7,230 100.0 % 6,460 100.0 %

For the 2004 year, the capital budget for the Montana Refinery totals $500,000, most of which is for various refinery
improvements. ‘

PIPELINE TRANSPORTATION OPERATIONS

Pipeline Transportation Business

In recent years, the Company has developed a pipeline transportation business generating revenues from unaffiliated
parties. The pipeline transportation operations currently include approximately 500 miles of the 2,000 miles of
pipeline that the Company owns and operates, of which approximately 200 miles are also part of the supply and
distribution network of the Navajo Refinery. Additionally, the Company has a 70% investment in Rio. Grande
Pipeline Company as described below. For 2004, the Company did not budget any significant amount for capital
expenditures that would be used for the pipeline transportation business.

The Company has a 70% interest in Rio Grande Pipeline Company ("Rio Grande"), a pipeline joint venture with BP
p.l.c. to transport liquid petroleum gases to Mexico. Deliveries by the joint venture began in April 1997. On June
30, 2003, the Company purchased from The Williams Companies, Inc. its 45% interest in Rio Grande for a purchase
price of $28.7 million, less cash recorded in consolidation of the joint venture of $7.3 million, increasing the
Company’s ownership in the Rio Grande Company from 25% to 70%.

In 1998, the Company implemented an alliance with FINA, Inc. ("FINA") to create a comprehensive supply network
that can increase substantially the supplies of gasoline and diesel fuel in the West Texas, New Mexico, and Arizona
markets to meet expected increasing demand in the future. FINA constructed a 50-mile pipeline that connected an
existing FINA pipeline system to the Company's 12" pipeline between Orla and El Paso, Texas pursuant to a long-
term lease of certain capacity of the Company’s 12” pipeline. In August 1998, FINA began transporting to El Paso
gasoline and diesel fuel from its Big Spring, Texas refinery, and the Company began to realize pipeline rental and
terminalling revenues from FINA under these agreements. In August 2000, Alon USA LP, a subsidiary of an Israeli
petroleum refining and marketing company, succeeded to FINA’s interest in this alliance. Effective from February
2002, Alon transports up to 20,000 BPD to El Paso on this interconnected system.

In the second quarter of fiscal 2000, the Company acquired certain pipeline transportation and storage assets located
in West Texas and New Mexico in an asset exchange with ARCO Pipeline Company. - The acquired assets,
including 100 miles of pipelines and over 250,000 barrels of tankage, allow the Company to transport crude oil for
unaffiliated companies and increase the Company’s ability to access additional crude oil for the Navajo Refinery.

In March 2003, the Company sold its Iatan crude oil gathering system located in West Texas to Plains Marketing

L.P. for a purchase price of $24 million in cash. In connection with the transaction, the Company and Plains have
entered into a six-and-a-half-year agreement that commits the Company to transport any crude oil purchased by the
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Compary in the relevant area of the [atan system at an agreed upon tariff. The sale resulted in a pre-tax gain of
$16.2 million.

ADDITIONAL OPERATIONS AND OTHER INFORMATION

Corporute Offices ‘ : :

The Company leases its principal corporate offices in Dallas, Texas. The Company’s lease for its principal
corporate offices expires April 30, 2006, requires lease payments of $40,000 per month plus certain operating
expenses, and provides no option to renew. The operations: of Holly Corporation, the parent company, are
performed at this location. Functions performed by the parent company include overall corporate management,
refinery management, planning and strategy, legal support, accounting support, treasury management and tax
reporting.

Exploration and Production :
The Corapany conducts a small:scale oil and gas exploratron and production program. For 2004, the Company has
budgeted approximately $300,000 for capital expenditures related to oil and gas exploration activities.

Jet Fuel Terminal
The Corapany owns and operates a 120,000- barrel-capaclty jet fuel terminal near Mountam Home, Idaho, which

serves as a terminalling facility for jet fuel sold by unaffiliated producers to the Mountain Home United States Arr
Force Base.

Other Investments

The Cornpany has a 49% interest in MRC Hi-Noon LLC, a joint venture operating retail service stations and
convenience stores in Montana and accounts for its share of earnings from the joint venture using the equity method.
The Company has reserved approximately $800 000 related to the collectability of advances to the Jomt venture and
related azcrued interest.

Employees and Labor Relations -

As of March 1, 2004, the Company had approxrmately 735 employees, of which approxrmately 302 are covered by
collectiv: bargammg agreements that will expire during 2006. The Company considers its employee relations to be
good.

Regulation

Refinery and pipeline operations are subject to federal, state and local laws regulating the discharge of matter into
the environment or otherwise relating to the protection of the environment. Permits are required under these laws
for the cperation of the Company’s refineries, pipelines and related operations, and these permits are subject to
revocation, modification and renewal. Over the years, there have been and continue to be ongoing communications,
including; notices of violations, and discussions-about environmental matters between the Company and federal and
state authorities, some of which have resulted or will result in-changes.to operating procedures and in capital
expenditures by the Company. Compliance with applicable environmental laws, regulations and permits will
continue to have an impact on the Company's operations, results of operations and capital requirements. The
Company believes that its current operations are in substantial compliance with existing environmental laws,
regulations and permits.

The Company’s operations and many of the products it manufactures are subject to certain specific requirements of
the federal Clean Air Act (“CAA”™) and related state and local regulations. The CAA contains provisions that will
require capital expenditures for the installation of certain air pollution control devices at the Company’s refineries
during the next several years. Subsequent rule making authorized by the CAA or similar laws or new agency
interpretations of existing rules, may necessitate additional expenditures in future years. In December 2001,
following discussions initiated by the Company, the Company entered into a Consent Decree (the “Consent
Decree”) with the Environmental Protection Agency (“EPA”), the New Mexico Environment Department and- the
Montana Department of Environmental Guality with respect to a global settlement of issues concerning the
applicaticn of air quality requirements to past and future operations of the Company’s refineries. The Consent
Decree was entered by the federal court in New Mexico in March 2002 and requires investments by the Company
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expected to total approximately $15 million over a period expected to end in 2009, of which approximately $8
million has been expended, as well as changes in operational practices at the Navajo and Montana refineries. See
the discussion of the Consent Decree below and under Item 3, “Legal Proceedings.”

The CAA may authorize the EPA to require modifications in the formulation of the refined transportation fuel
products the Company manufactures in order to limit the emissions associated with their final use. For example, in
December 1999, the EPA promulgated national regulations limiting the amount of sulfur that is to be allowed in
gasoline. The EPA believes such limits are necessary to protect new automobile emission control systems that may
be inhibited by sulfur in the fuel. The new regulations require the phase-in of gasoline sulfur standards beginning in
2004, with special provisions for small refiners, such as the Company, and for refiners serving those Western states
exhibiting lesser air quality problems and for small business refiners, such as the Company.

The EPA recently promulgated regulations that will limit the sulfur content of highway diesel fuel beginning in 2006
to 15 parts per million. The current standard is 500 parts-per-million. As a small business refiner, the Company may,
on a refinery-by-refinery basis, choose to comply with the 2006 program and extend its interim gasoline standard by
three years (until 2011) or delay the diesel standard by four years (until 2010) and keep its original gasoline sulfur
program timing. : _ :

The EPA has recently stated its intent to propose new regulations that will limit emissions from diesel fuel powered
engines used in non-road activities such as mining, construction, agriculture, railroad-and marine. The EPA has also
stated its intent to simultaneously limit the sulfur content of diesel fuel used in these engines to facilitate compliance
with the new emission standards. The EPA proposed the new non-road diesel engine emissions and related fuel
sulfur standards early in 2003. Promulgation of the final rule is expected during the second quarter of 2004.

Additionally, effective January 1, 1995, certain cities in the United States were required to use only reformulated
gasoline (“RFG”), a cleaner burning fuel. Phoenix is the only principal market of the Company that currently
requires the equivalent of RFG (or an alternative clean burning gasoline formula), although this requirement could
be implemented in other markets over time. Phoenix adopted the even more rigorous California Air Resources
Board (“CARB”) fuel specifications for winter months beginning in late 2000. This new requirement, the recently
adopted low-sulfur gasoline and diesel requirements described above, and other requirements of the CAA could
cause the Company to expend substantial amounts to permit the Company’s refineries to produce products that meet
newly applicable requirements. The Company believes that the completion of the hydrotreater project described
above under “Capital Improvement Projects” allows the Company to meet current 2004 gasoline standards and has
substantially enhanced the Company’s ability to meet future standards.

The Company is aware of public concern regarding possible groundwater contamination resulting from the use of
MTBE {(methy] tertiary butyl ether) as a source of required oxygen in gasolines sold in specified areas of the
country. Gasoline containing a specified amount of oxygen is required by the EPA to be used in those regions that
exceed the National Ambient Air Quality Standards for either ozone or carbon monoxide. That oxygen requirement
may be satisfied by. adding to gasoline any one of many oxygen-containing materials including, among others,
MTBE and ethanol. Ethanol is an oxygen containing compound that is manufactured primarily from “renewable”
agricultural products and that has not been shown to exhibit the environmental concerns associated with MTBE.
Ethanol serves as an oxygenate, an octane booster and as an extender of gasoline.

The Company’s operations are also subject to the federal Clean Water Act (“CWA?”), the federal Safe Drinking
Water Act (“SDWA”) and comparable state and local requirements. The CWA, the SDWA and analogous laws
prohibit any discharge into surface waters, ground waters and publicly-owned treatment works except in strict
conformance with permits, such as pre-treatment permits and National Pollutant Discharge Elimination System
(“NPDES”) permits, issued by federal, state and local governmental agencies. NPDES permits and analogous water
discharge permits are valid for a maximum of five years and must be renewed.

The Company generates wastes that may be subject to the Resource Conservation and Recovery Act (“RCRA™) and
comparable state and local requirements. The EPA and various state agencies have limited the approved methods of
disposal for certain hazardous and non-hazardous wastes.
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The Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA”™), also known as
“Superfind,” imposes liability, without regard to fault or the legality of the original conduct, on certain classes of
persons who are considered to be responsible for the release of a “hazardous substance” into the environment. These
persons include the owner or operator of the disposal site or sites where the release occurred and companies that
disposed or arranged for the disposal of the hazardous substances. Under CERCLA, such persons may be subject to
joint and several liabilities for the costs of cleaning up the hazardous substances that have been released into the
environment, for damages to natural resources and for the costs of certain health studies. It is not uncommon for
neighboring landowners and other third parties to file claims for personal injury and property damage allegedly
caused oy hazardous substances or other pollutants released into the environment. Analogous state laws impose
similar responsibilities and liabilities on responsible parties. In the course of the Company’s historical operations, as
well as in the Company’s current ordinary operations, the Company has generated waste, some of which falls within
the statutory definition of a “hazardous substance” and some of which may have been disposed of at sites that may
require cleanup under Superfund.

As is the case with all companies engaged in industries similar to ours, the Company faces potential exposure to
future claims and lawsuits involving environmental matters. The matters include soil and water contamination, air
pollution, personal injury and property damage allegedly caused by substances which the Company manufactured,
handled, used, released or disposed of.

The Company is and has been the subject of various state, federal and private proceedings relating to environmental
regulations, conditions and inquiries, including the Consent Decree discussed above. Current and future
environmental regulations are expected to require additional expenditures, including expenditures for investigation
and remediation, which may be significant, at the New Mexico and Montana refineries and at pipeline transportation
facilities. To the extent that future expenditures for these purposes are material and can be reasonably determined,
these costs are disclosed and accrued.

The Company's operations are also subject to various laws and regulations relating to occupational health and safety.
The Cempany maintains safety, training and maintenance programs as part of its ongoing efforts to ensure
compliance with applicable laws and regulations. Compliance with applicable heaith and safety laws and
regulations has required and continues to require substantial expenditures.

The Company cannot predict what additional health and environmental legislation or regulations will be enacted or
become effective in the future or how existing or future laws or regulations will be administered or interpreted with
respect to the Company’s operations. Compliance with more stringent laws or regulations or more vigorous
enforcement policies of regulatory agencies could have an adverse effect on the financial position and the results of
operations of the Company and could require substantial expenditures by the Company for the installation and
operation of systems and equipment not currently possessed by the Company.

Insurance

The Company's operations are subject to normal hazards of operations, including fire, explosion and weather-related
perils. The Company maintains various insurance coverages, including business interruption insurance, subject to
certain deductibles. The Company is not fully insured against certain risks because such risks are not fully
insurable, coverage is unavailable, or premium costs, in the judgment of the Company, do not justify such
expenditures. Shortly after the events of September 11, 2001, the Company completed a security assessment of its
principal facilities. Several security measures identified in the assessment have been implemented. Because of
recent changes in insurance markets, insurance coverages available to the Company have become more costly in
recent years and in some cases less available. So long as this current trend continues, the Company expects to incur
higher insurance costs and anticipates that, in some cases, it may be necessary to reduce somewhat the extent of
insurance coverages because of reduced insurance availability at acceptable premium costs.

. Cost Reduction and Production Efficiency Program

In May 2000, the Company announced a cost reduction and production efficiency program. The cost reduction and
production efficiency program included productivity enhancements and a reduction in workforce. Implementation
of the program and other initiatives have achieved approximately $20 million in annual pre-tax improvements. As
part of the implementation of cost reductions, the Company offered a voluntary early retirement program to eligible
employzes, under which 55 employees retired by December 31, 2001. The pre-tax cost of the voluntary early
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retirement program was $6.8 million and was reflected in the Company’s earnings for the fiscal year ended July 31,
2000.

Item 3. Legal Proceedings

On August 20, 2003, Frontier Oil Corporation ("Frontier") filed a lawsuit in the Delaware Court of Chancery
seeking declaratory relief and damages based on allegations that the Company repudiated its obligations and
breached an implied covenant of good faith and fair dealing under an agreement (the "Frontier Merger Agreement")
announced in late March 2003 under which Frontier and the Company were to be combined. On August 21, 2003,
the Company formally notified Frontier of the Company's position that pending and threatened toxic tort litigation
with respect to oil properties operated by a subsidiary of Frontier from 1985 to 1995 adjacent to the campus of
Beverly Hills High School constituted a breach of Frontier's representations and warranties in the Frontier Merger
Agreement as to the absence of litigation or other circumstances which could reasonably be expected to have a
material adverse effect on Frontier. On September 2, 2003, the Company filed in the Delaware Court of Chancery its
Answer and Counterclaims seeking declaratory judgments that the Company had not repudiated the Frontier Merger
Agreement, that Frontier had repudiated the Frontier Merger Agreement, that Frontier had breached certain
representations made by Frontier in the Frontier Merger Agreement, that the Company's obligations under the
Frontier Merger Agreement were and are excused and that the Company may terminate the Frontier Merger
Agreement without liability, and seeking damages as well as costs and attorneys' fees. To the date of this report, the
Company has not taken any actions, beyond the sending of the August 21, 2003 notification with respect to the
Beverly Hills High School matter, under the various provisions of the Frontier Merger Agreement relating to the
Company’s rights to terminate the Frontier Merger Agreement. Frontier was permitted by the court to amend its
Complaint shortly before the beginning of the trial to assert that the Company’s actions entitle Frontier to payment
of a breakup fee of $16 million plus certain legal expenses. The trial with respect to Frontier's amended Complaint
and the Company's Answer and Counterclaims began in the Delaware Court of Chancery on February 23, 2004 and
was completed on March 5, 2004, Following submission of post-trial briefs and oral argument, a decision is
expected to be announced within several months after completion of the trial. Although it is not possible at the date
of this report to predict the outcome of this litigation, the Company believes that the claims made by Frontier in the
litigation are wholly without merit and that the Company's counterclaims are well founded.

The Company has pending in the United States Court of Federal Claims a lawsuit against the Department of Defense
relating to claims totaling approximately $298 million with respect to jet fuel sales by two subsidiaries in the years
1982 through 1999. In October 2003, the judge before whom the case is pending issued a ruling that denied the
Government's motion for partial summary judgment on all issues raised by the Government and granted the
Company's motion for partial summary judgment on most of the issues raised by the Company. The ruling on the
motions for summary judgment in the Company's case does not constitute a final ruling for the Company as to the
Company's claims but instead the judge's ruling is expected to be followed by substantial discovery proceedings and
then a trial on factual issues. The Company plans to seek to amend its complaint in this lawsuit to add an additional
claim for approximately $300,000 which was submitted to the Government in September 2003 and denied in
November 2003. The Company’s lawsuit may be significantly affected by interlocutory appeals allowed in February
2004 by the United States Court of Appeals for the Federal Circuit (the "Federal Circuit Appeals Court") with
respect to rulings by two United States Court of Federal Claims judges in cases relating to military fuel sales of two
other refining companies. The rulings in these two cases were favorable to the position of the refining company in
one case and favorable to the position of the Government in the other case. A decision by the Federal Circuit
Appeals Court in these cases is expected to be issued near the end of 2004 and such decision could substantially
affect the Company's lawsuit. It is not possible at the date of this report to predict the outcome of further
proceedings in the Company's case or the impact on the Company's case of a decision by the Federal Circuit
Appeals Court in the related cases, nor is it possible to predict what amount, if any, will ultimately be payable to the
Company with respect to the Company's lawsuit.
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Petitions for review are pending before the United States Court of Appeals for the District of Columbia Circuit (the
“D.C. Circuit Appeals Court”) with respect to rulings by the FERC in proceedings brought by the Company and
other parties against SFPP. These proceedings relate to tariffs of common carrier pipelines, which are owned and
- operated by SFPP, for shipments of refined products from E] Paso, Texas to Tucson and Phoenix, Arizona and from
points in California to points in Arizona. The Company is one of several refiners that regularly utilize an SFPP
pipeline ‘o ship refined products from El Paso, Texas to Tucson and Phoenix, Arizona. Rulings by the FERC that are
the subject of proceedings -in the D.C. Circuit Appeals Court resulted in‘reparations payments to the Company in
2003 totaling approximately $15.3 million relating principally to the period from 1993 through July 2000. The D.C.
Circuit Appeals Court heard oral argument in November 2003 on issues relating to reparations to the Company and
other shippers.’As of the date of this report, the.D.C. Circuit Appeals Court has not issued an opinion in the case.
The opinion of the D.C. Circuit Court of Appeals could result in a determination that the reparations actually due to
the Company in this matter are less than or more than the $15.3 million received by the Company in 2003. In the
event that as a result of these proceedings the actual reparations-amount due to the Company is determined to be less
than the amounts received by the Company in 2003, part or all of the amounts received by the Company would have
to be refunded.. Although it is not possible at the date of this report to predict the outcome.of the pending
proceedmgs on this matter in the D.C. Circuit Appeals Court, the Company believes that any amount of reparations
payments which may be required to be refunded as a result of these proceedings would not have a material adverse
impact on the Company's financial condition, results of operations or cash flows.

In December 2003, the Company and the EPA agreed to settle issues relating to flaring incidents in 2002 and 2003
at the Artesia, New Mexico refinery. The flating incidents were reported by the Company to the EPA pursuant to
the terms of the Consent Decree approved and entered by the United States District Court for the District of New
Mexico in March 2002 conceéming the application of federal and state air quality requirements to the Company’s
New Mexico and Montana refineries. Under the settlement the Company will pay a $45,000 penalty and make
additional environmentally beneficial expenditures of not less than $45,000 for a project to be approved by the EPA.

As a result of a computer system problem at the Artesia loading rack at the Navajo Refinery, for almost 12 months
during 2001 and 2002 the Company inadvertently issued delivery documents to exchange partners that failed to.
properly contain statements tequired by federal regulatlons that the product does not meet the requirements for
reformulated gasoline. The Company believes that this omission did not result in the delivery of non-reformulated
gasoline to geographic areas where federal regulations require the use of reformulated gasoline. The Company
discovered and corrected the problem during its annual attestation process in May 2002 and self-reported the
violation in its annual attestation statement made to the EPA on May 24, 2002. In February 2004, after an informal
ifiquiry concerning this matter'among others, the EPA notified the Company that it would receive an information
request letter pursuant to Clean Air Act Section 114, which the Company has not received as of the date of this
annual report. The Company has no indication at this stage whether or not the EPA will consider this a matter for'
enforcemnent action. If such enforcement action were taken, the Company does not believe that it would result in a
material adverse effect on the Company’s results of operations or financial condition.

The Comnpany is a party to various other litigation and proceedings which the Company believes, based on advice of
counsel, will not have a materially adverse impact on the Company’s financial condition, results of operations or
cash flows,

Item 4. Submission of Matters to a Vote of Security Holders .

No matter was submitted to a vote of security holders during the fourth quarter of the Company's 2003 year.
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PART I

Item 5. Market for the Registrant's Common Equlty and Related Stockholder Matters

The Company's common stock is traded on the American Stock Exchange under the symbol "HOC" The following
table sets forth the range of the daily high and low sales prices per share of common stock, dividends paid per share
and the trading volume of common stock for the periods indicated:

: : Total
ear r 31 High Low Dividends Volume

2002 :

First QUarter ..................ooueeeennnnn, U ST $ 208 $ 1615 § 0.10 2,912,400

Second Quarter................cooeeenns e $ 1940 §$ 1425 8 . 0l 2,722,800

THIE QUATET. .....cvvveeeeeeeieeeeeesecee et e s e eieeeenenss $ 1787 % 1525 § 0.11 1,996,500

Fourth QUArEr...............cociiveeereeeriirieeeisrinreesenieienens $ 2309 § 1457 § 0.11 1,961,400
2003

FIrst QUATTET .....oeeovvvieeeieeesereeeeeie e $ 2880 § 1990 § 0.11 3,410,200

SeCONd QUATET. ........ccveivveereieionianrieriete et seeerae e $ 3002 § 2705 8 0.11 4,148,200

Third QUArET...........oeiiririiiree e, $ 2850 § 2420 § 0.11 5,310,400

Fourth QUArter...........ccovoeoiviiiiieies e ree e $ 2770 § 2418 $

0.11 2,148,600

As of March 1, 2004, the Company had approximately 1,400 stockholders of record.

The Company intends to consider the declaration of a dividend on a quarterly basis, although there is no assurance
as to future dividends since they are dependent upon future earnings, capital requirements, the financial condition of
the Company and other factors. The Senior Notes and Credit Agreement limit the payment of dividends. See Note
10 to the Consolidated Financial Statements.

The equity compensation plan information required by Item 201(d) of Regulation S-K in response to this item is
incorporated by reference into “Item 12. Security Ownership of Certain Beneficial Owners and Management.” of
this annual report on Form 10-K from the Company’s definitive proxy statement for the annual meeting of
stockholders to be held on May 13, 2004, o
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Item 6. Selected Financial Data

The following table shows selected financial information for the Company as of the dates or for the periods
indicated. This table should be read in conjunction with “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and the consolidated financial statements of the Company and
related notes thereto included elsewhere in thls Form 10-K.

Five Months
. . Ended '
Years Ended December 31, December 31, Fiscal Years Ended July 31,
2003 2002 2002 2002 2001 2000 1999
(Unaudited) (In thousands, except per share data)
FINANCIAL DATA
For the year
Sales and other revenues...... .. . § 1,403,244 $ 973,689 $ 448,637 $ 888,906 $ 1,142,130 § 965946 § 597,986
Income before income taxes, . 8 74359 % 28,984 s 8,517 H 5089 $ 121,895  § 18,634 § 33,159
Income tax provision... ... 28,306 10,159 3114 18 867 48,445 7,189 13,222
Netincome..........oooveveeinevnenne $ - 46053 § l8,82_5“ $ 5,403 H 32,029 § 73,450 § 11,445 § 19,937
Net income per common share - basic ................... $ 297 § 1.21 $ 0.35 $ 206 8 484 071§ 1.21
Net income per common share - diluted ................. § 288 § 1.18 $ 0.34 s 2.01 $ 477 § 0 s 1.21
Cash dividends ¢ eclared per common share............. § 044 § 0.44 $ o $ 041 8 037 § 034 ¢ 032
Avemge number of common ghares oumandmg .
15,505 15,557 15,516 15,560 15,187 16,131 16,507
16,016 15,924 15,902 15,971 15,387 16,131 16,507
Net cash provided by (used for) operating activities... $ 70,756  $ 27,323 H (8,733) $ 42,301 s 106,770 §- 46804 § 47,628
Net cash used fo- investing activities. .. - $ (¥19,146) § (41,967) % (24,769) $ (21953) 8 (28,752) § (20,143) § (23,979)
Net cash provided by (used for) fmancmg actlvmes,.,. $ 35,814 § a723) § (13,862) $ (14,558) § (15,806) § 21227y $ (22,057
Atend of year
Working capital ........ s (28,261) § 12,445 $ 12,445 $ 59,873 $ 57,731 s 363§ 13,851
Total assets.. ......... e $ 708,892 8 515,793 $ 515,793 -8 502,306 $ 490,429 " $ 464362 § 390,982
Total debt, including curren es and
borrowings under the credit agreement... ......... § 67,142 § 25,714 $ 25,714 $ 34285 % 42857 § 56,595 S 70,341
Stockholders' squity ... ..o § 268,609 § 228,494 $ 228,494 $ 228,556 s 201,734 § 129,581  § 128,880
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

This Item 7 contains “forward-looking” statements. See “Forward-Looking Statements” at the beginning of this
annual report on Form 10-K.

OVERVIEW

The Company is principally an independent petroleum refiner operating three refineries in Artesia and Lovington,
New Mexico (operated as one-refinery), Woods Cross, Utah and Great Falls, Montana. The Company’s profitability
depends largely on the spread between market prices for refined petroleum products and crude oil prices. The
Company also operates a pipeline transportation business consisting of leased and owned pipelines and the
Company’s 70% investment in the Rio Grande Pipeline Company.

The Company’s principal source of revenue is from the sale of high value light products such as gasoline, diesel fuel
and jet fuel in markets in the western United States. The Company’s sales and other revenues for 2003 were $1.4
billion and the Company’s net income for 2003 was $46.1 million. The Company’s sales and other revenues and its
net income for 2003 increased from $974 million and $18.8 million, respectively, for its year ended December 31,
2002, The Company’s principal expenses are costs of products sold and operating expenses. The Company’s total
operating costs and expenses for 2003 were $1.36 billion, increased from $947 million for the year ended December
31, 2002.

The following important events or activities occurred in 2003 with respect to the Company’s business:

e On July 30, 2003, the Company changed its fiscal year-end from July 31 to December 31. In connection
with this change and in accordance with SEC rules, on September 12, 2003, the Company filed a transition
report for the five-month period ended December 31, 2002, which includes a comparison of the five
months ended December 31, 2002 to the five months ended December 31, 2001. The following discussion
covers the calendar years ended December 31, 2003 and 2002, and the fiscal years ended July 31, 2002 and
2001.

e  On March 4, 2003, the Company sold its 400-mile [atan crude oil gathering system located in west Texas to
Plains All-American Pipeline, L.P. for $24 million in cash, and agreed to transport crude oil purchased in
West Texas on the Iatan system at an agreed upon tariff for six and a half years. The Iatan system, while
profitable, was not considered central to the Company’s refining operations. The sale resulted in a pre-tax
gain to the Company of $16.2 million. The proceeds from the sale increased the Company’s cash resources
available for investment in its core refining operations, including its acquisition of the Woods Cross
Refinery.

¢ On June 1, 2003, the Company acquired from ConocoPhillips the Woods Cross Refinery located near Salt
Lake City, Utah and related assets, including a refined products terminal in Spokane, WA, a 50%
ownership interest in refined products terminals in Boise and Burley, Idaho, and 25 retail service stations
located in Utah and Wyoming for an agreed price of $25 million plus inventory less obligations assumed.
The total cash purchase price, including expenses and the deposit made in 2002, was $58.3 million. In
accounting for the purchase, the Company recorded inventory of $35.5 million, property, plant and
equipment of $25.6 million, intangible assets of $1.6 million, and recorded a $4.4 million liability,
principally for pension obligations. The purchase was financed from working capital, proceeds from the
Iatan sale, and borrowings under the Company’s credit facility. In connection with the acquisition, the
credit facility was increased in 2003 to $100 million. In August 2003, the Company sold the retail service
station assets for $7 million (excluding inventory proceeds), resulting in a pre-tax loss of approximately
$400,000, due principally to transaction expenses.

e  On June 30, 2003, the Company purchased from The Williams Companies, Inc. its 45% interest in Rio
Grande Pipeline Company for a purchase price of $28.7 million, less cash of $7.3 million recorded by the
Company upon the inclusion of the Rio Grande Pipeline Company in the Company’s consolidated financial
statements. This purchase increased the Company’s ownership in the Rio Grande Pipeline Company to
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70%. Effective June 30, 2003, the Company changed its method of accounting for its interest in the Rio
Grande Pipeline Company from the equity method to full consolidation with minority interest.

The Company is involved in litigation with Frontier Oil Corporation relating to the agreement of the two
companies to merge entered into on March 30, 2003. Each corporation has asserted claims against the other
for damages. The trial with respect to this litigation began in a Delaware court on February 23, 2004 and
was completed on March §, 2004 and a decision is expected within several months after the completion of
the trial. Through December 31, 2003, the Company had spent approximately $6.9 million in legal fees
and other expenses with respect to this litigation.

In April 2003 and June 2003, the Company received reparation payments totaling approximately $15.3
million from SFPP. The payments were for claims brought by the Company before the Federal Energy
Regulatory Commission (“FERC") relating to tariffs of common carrier pipelines owned and operated by
SFPP for shipments of refined products from El Paso, Texas to Tucson and Phoenix, Arizona. The final
decision of the FERC is subject to judicial review. The D.C. Circuit Appeals Court heard oral argument in
November 2003 on issues relating to reparations to the Company and other shippers. As of the date of this
report, the D.C. Circuit Appeals Court has not issued an opinion in the case. In the event that as a result of
these proceedings the actual reparations amount due to the Company is determined to be less than the
amounts received by the Company in 2003, part or all of the amounts received by the Company would have
to be refunded. Although it is not possible at the date of this report to predict the outcome of the pending
proceedings on this matter in the D.C. Circuit Appeals Court, the Company believes that any amount of
reparations payments which may be required to be refunded as a result of these proceedings would not have
a material adverse impact on the Company's financial condition, results of operations or cash flows.

In 2003, the Company completed the two most significant capital projects in its history, Together these
two projects, both at its Navajo Refinery, cost approximately $85 million, excluding capitalized interest.
The hydrotreater project, completed in July 2003, enhances higher value light product yields and expands
the Company’s ability to produce additional quantities of gasolines meeting the present California Air
Resources Board (“CARB”) standards, which have been adopted in the Company’s Phoenix market for
winter months beginning in late 2000, and to meet the recently adopted EPA nationwide low-sulfur
gasoline requirements which became effective in 2004. Contemporaneous with the hydrotreater project,
the Company expanded the Navajo Refinery’s crude oil refining capacity from 60,000 BPD to 75, OOO BPD.
The expansion was completed in December 2003.
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"RESULTS OF OPERATIONS

Financial Data

Information at December 31, 2003 and 2002, July 31, 2002 and 2001 and for the years ended December 31, 2003,
July 31, 2002 and 2001 is derived from the Company’s audited financial statements. The reported numbers for the
year ended December 31, 2002, which have not been audited, are derived from the books and records of the
Company and in the opinion of management reflect all adjustments necessary to present the financial position and
results of operations in accordance with generally accepted accounting principles.

Years Ended December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001

(In thousands, except per share data)

Sales and other revenues......................l 3 1,403,244  § 973,689 $ 888906 § 1,142,130

Operating costs and expenses
Cost of products sold (exciusive of

depreciation, depletion, and amortization).. 1,155,858 796,946 698,245 871,321
Operating expenses (exclusive of
depreciation, depletion, and amortization).. 131,045 97,799 96,289 100,410

Selling, general and administrative expenses
(exclusive of depreciation, depletion, and

amortization)............c..oveernvenriiiernneens 34,782 22,029 22,248 23,123
Depreciation, depletion and amortization........ 36,275 28,550 27,699 27,327
Exploration expenses, including dry holes ... ... 1,031 - 1,315 1,379 2,042

Total operating costs and expenses............ 1,358,991 946,639 845,860 1,024,223
Gainonsaleofassets ..............ccocevviiinianen. 15,814 - - -
Income from operations ..............coveeiiniennnn 60,067 27,050 ) 43,046 117,907
Other income (expense)

Equity in earnings of joint ventures............... 1,398 - 3,442 7,753 5,302
Minority interest in income of joint venture..... (758) - - -
Interest expense, net............ocovinivniinaininns (1,678) (1,508) (1,425) (2,467)
Reparations payment received .................... 15,330 - - -
Other income. .........coovevviviiinniiniieians - - 1,522 1,153
14,292 1,934 7,850 3,988

Income before income taxes............cco..eeeuinen. 74,359 28,984 50,896 121,895
Income tax provision ..............covvevieinrnniinn, 28,306 10,159 18,867 48,445
NetinCome ......co.veveiniiiiiiiinee e, $ 46053 $ 18,825 $ 32029 §$ 73,450
Net income per common share - basic ............. $ 297§ 1.21 5 206 - 8§ 4.84

Net income per common share - diluted ........... 3 288 % 1.18 $ 201 % 4.77
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Financial Data (continued)

Years Ended December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
(In thousands)

Cash and cash equivalents...............ccoeeeririviviiiiciivcccnece e, $ 11,690 § 24266 § 71,630 § 65,840
Working capital ... $ (28,261) § 12,445 $ 59,873 $ 57,731
Total assets.. e $ 708,892 § 515,793 $ 502,306 $ 490,429
Total debt, mcludmg current matunnes and borrowmg under .

the revolving credit agreement... $ 67,142  $ 25714 § 34,285 § 42,857
Stockholders' equity... e e, 8 268,609 8 228494 § 228,556 % 201,734
Totaldebttucapnahzatlonmtxo(’) 20.0% 10.1% 13.0% 17.5%
Sales and o-her revenues @ .

Refining .. . e e e e e B 1,373,406 § 953,308 § 868,730 $ 1,120,248

Plpelme'lransportanon 21,030 19,078 18,588 18,454

Corporate and Other .. 8,808 ) 1,303 1,588 3,428

Consohd‘ted $ 1,403244 § 973,689 § 888,906 $ 1,142,130
Income (loss) from operations @

Refining .. . B PP UT VRPN 53854 % 26,726 § 42,725 8 116,218

Pipeline 1" ransponanon 29,110 11,294 10,621 10,243

Corporate and Other .. (22,897) (10,970) (10,300) ' (8,554)

lesolldmed $ 60,067 $ 27,050 5 43,046 3 117,907
Net cash provided by (used for) operating activities 70,756 3 27,323 3 42301 8 106,770
Net cash usizd for investing activities....................... (119,146) % 41,967 § (21,953) $ (28,752)
Net cash provided by (used for) financing activities.................. 35,814 $ (17,723 % (14,558) $ (15,806)
Capital expendifUIeS. ... .evos e ee e e 74,642 $ 47,701 $ 35313 § 28,571
EBITDA @ e 112312 § 59,042 § 80,020 § 151,689

(1) The total debt to capitalization ratio is calculated by dividing total debt, including current maturities
and borrowings under the revolving credit agreement, by the sum of total debt, including current
maturities and borrowings under the revolving credit agreement, and stockholders’ equity.

(2) The Company has two major business segments: Refining and Pipeline Transportation. The
Refining segment involves the refining of crude oil and wholesale marketing of refined products, such
as gasoline, diesel fuel and jet fuel, and includes the Company's Navajo Refinery, Woods Cross
Refinery and Montana Refinery. The Woods Cross Refinery was acquired in June 2003. The
petroleum products produced by the Refining segment are marketed in the southwestern United States,
Utah, Wyoming, Montana and northern Mexico. Certain pipelines and terminals operate in
conjunction with the Refining segment as part of the supply and distribution networks of the refineries.
The Refining segment also includes the equity earnings from the Company’s 49% (50% prior to
January 1, 2002) interest in NK Asphalt Partners, which manufactures and markets asphalt and asphalt
products in Arizona and New Mexico. The pipeline transportation segment currently includes
approximately 500 miles of the Company's pipeline assets in Texas and New Mexico. Revenues from
the Pipeline Transportation segment are earned through transactions with unaffiliated parties for
pipeline transportation, rental and terminalling operations. Pipeline Transportation segment revenues
do not include any amount relating to pipeline transportation services provided for the Company’s
refining operations. The Pipeline Transportation segment also includes the earnings from the
Company’s 70% (25% prior to June 30, 2003) interest in Rio Grande Pipeline Company, which
provides petroleum products transportation. Operations of the Company that are not included in the
two reportable segments are included in Corporate and other, which includes costs of Holly
Corporation, the parent company, consisting primarily of general and administrative expenses and
interest charges, as well as a small-scale oil and gas exploration and production program and a small
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equity investment in retail gasoline stations and convenience stores. Additionally included in
Corporate and other during 2003 were the retail stations purchased from ConocoPhillips as part of the
Woods Cross Refinery acquisition that were subsequently sold.

(3) Eamings before interest, taxes, depreciation and amortization - EBITDA is calculated as net
income plus (i) interest expense net of interest income, (ii) income tax provision, and (iii) depreciation,
depletion and amortization. EBITDA is not a calculation based upon generally accepted accounting
principles: however, the amounts included in the EBITDA calculation are derived from amounts
included in the consolidated financial statements of the Company. EBITDA should not be considered
as an alternative to net income or operating income, as an indication of operating performance of the
Company or as an alternative to operating cash flow as a measure of liquidity. EBITDA is not
necessarily comparable to similarly titled measures of other companies. EBITDA is presented here
because it enhances an investor’s understanding of the Company’s ability to satisfy principal and
interest obligations with respect to the Company’s indebtedness and to use cash for other purposes,
including capital expenditures. EBITDA is also used by Company management for internal analysis
and as a basis for financial covenants. EBITDA presented above is reconciled to net income under
“Reconciliations to Amounts Reported under Generally Accepted Accounting Principles” following
Item 7A of Part II of this Form 10-K.

Operating Data - Refining Operations

Years Ended December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001

Crude charge (BPD)™... ... 76,040 64,300 60,200 64,020
Refinery production (BPD) ... ......... 85,030 73,600 66,360 69,640
Sales of produced refined products (BPD) T 82,900 71,210 67,060 69,080
Sales of refined products (BPD)®.......coveeivir e v e 95,420 80,180 76,420 77,000
Refinery utilization @ ... ... oo e 9329 @ 96.0% 89.9% @ 95.6%
Average per produced barrel ©

Netsales .......cooove e e e e B 3899 % 3222 §- 3095 § 39.60
Raw material costs . 31,76 26.38 2422 29.80
Refinery gross margm e e 7.23 5.84 6.73 9.80
Ref’neryoperdtmgexpenses"’ 3.58 2.99 3.13 - 3.19
Net cash operating margin .. F TP § 365 § 28 § 360 § 6.61

(1) Crude charge represents the barrels per day of crude oil processed at the crude units at the Company’s
refineries.

(2) Refinery production represents the barrels per day of refined products yielded from processing crude and
other refinery feedstocks through the crude units and other conversion units at the Company’s refineries.

(3) Includes refined products purchased for resale representing 12,520 BPD, 8,970 BPD, 9,360 BPD, and 7,920

BPD, respectively.

(4) Crude charge divided by total crude capacity of 67,000 BPD through May 2003, and 92,000 BPD through
December 2003 which reflects the acquisition of the Woods Cross Refinery in June 2003.

(5) Refinery utilization rate reflects turnarounds for major maintenance at the Navajo Refinery and Woods Cross
Refinery in 2003 and the Navajo Refinery in fiscal 2002.

(6) Represents average per barrel amounts for produced refined products sold. Reconciliations to amounts
reported under GAAP are located under “Reconciliations to Amounts Reported under Generally Accepted
Accounting Principles” following Item 7A of Part II of this Form 10-K.

(7) Represents operating expenses of refinery, exclusive of depreciation, depletion, and amortization, and
excludes refining segment expenses of product pipelines and terminals.
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Results of Operations — Year Ended December 31, 2003 Compared to Year Ended December 31, 2002
Summary

For the year ended December 31, 2003, net income was $46.1 million ($2.88 per diluted share) compared to $18.8
millicn ($1.18 per diluted share) for the year ended December 31, 2002. The increase in net income was primarily
due to: higher refining margins in 2003 as compared to 2002, seven months of operations of the Woods Cross
Refinery which was acquired from ConocoPhillips on June 1, 2003, a $16.2 million pre-tax gain realized upon the
sale of certain pipeline assets and a $15.3 million reparation payment received from Kinder Morgan Energy
Partners, L.P. These positive factors were offset to a certain extent by $2.1 million of costs incurred in connection
with the proposed merger with Frontier Oil Corporation (“Frontier”) and $6.9 million of legal costs associated with
the litigation with Frontier through the end of 2003.

Sales and Other Revenues, Cost of Products Sold and Gross Refinery Margins

Sales and other revenues increased 44% from $973.7 million in 2002 to $1,403.2 million in 2003 due primarily to
the addition of the operations of the Woods Cross Refinery in June 2003 and higher refined product sales prices.
The average sales price per barrel sold increased 21% from $32.54 in 2002 to $39.41 in 2003. Cost of products sold
increzsed 45% from $796.9 million in 2002 to $1,155.9 million in 2003 due primarily to the addition of the
operations of the Woods Cross Refinery and higher costs of purchased crude oil. The average price paid per barrel
of crude oil purchased increased 20% from $26.38 in 2002 to $31.76 in 2003.

The gross refining margin per produced barrel was $7.23 in 2003 as compared to $5.84 in 2002. See
“Reconciliations to Amounts Reported under Generally Accepted Accounting Principles™ following Item 7A of Part
II of this Form 10-K for a reconciliation to the income statement of prices of refined products sold, costs of crude oil
purchased and operating costs.

Operating Expenses

Operzting expenses increased 34% from $97.8 million in 2002 to $131.0 million in 2003 due primarily to the
addition of the operations of the Woods Cross Refinery and, to a lesser extent, higher refinery utility costs of $6.8
millicn.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased 58% from $22.0 million in 2002 to $34.8 million in 2003 due
primarily to $6.9 million of legal costs associated with the litigation with Frontier through the end of 2003, $2.1
millicn of costs incurred in connection with the proposed merger with Frontier, and the addition of the operations of
the Woods Cross Refinery. .

Depreciation

Depreciation expense increased 27% from $28.6 million in 2002 to $36.3 million in 2003 due to the acquisition of
the Woods Cross Refinery and the large capital projects completed at the Navajo Refinery.

Equity in Earnings of Joint Ventures

Equity in earnings of joint ventures in 2003 included $0.5 million for the Company’s 25% interest in the Rio Grande
joint venture during the first six months of 2003 and $1.0 million for the Company’s 49% interest in the NK Asphalt
Joint Venture. Since the acquisition of an additional 45% interest in the Rio Grande joint venture on June 30, 2003,
the Company has included its 70% interest in the Rio Grande joint venture .in, its consolidated financial statements.
In 2002, equity in earnings of joint ventures included $1.7 million for the Rio Grande joint venture and $1.9 million
for the NK Asphalt joint venture. The $0.9 million reduction in contribution from the NK Asphalt joint venture
during 2003 was primarily due to lower margins for asphalt.
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Gain on Sales of Assets

The gain on sale of assets of $15.8 million in 2003 includes a $16.2 million gain on sale of pipeline assets and $0.4
million loss on sale of Woods Cross retail assets.

Reparations Payment Received

The $15.3 million reparations payment received in 2003 represents amounts received by the Company from SFPP.
under an order by the Federal Energy Regulatory Commission relating to tariffs paid by the Company in prior years
for shipments of refined products from El Paso, Texas to Tucson and Phoenix, Arizona.

Income Taxes

Income taxes increased by 177% from $10.2 million in 2002 to $28.3 million in 2003 due primarily to a $45.4
million increase in net income before income taxes and, to a lesser extent, an increase in the effective tax rate from
35.1% to 38.1%. The lower effective rate in 2002 was due to state tax refunds received and net operating loss
benefits recognized. The large deferred tax expense in 2003 as compared to 2002 was principally due to increased
depreciation for tax purposes on capital projects and major refinery maintenance.

Results of Operations — Fiscal Year Ended July 31, 2002 Compared to Fiscal Year Ended July 31, 2001
Summary

For the fiscal year ended July 31, 2002, net income was $32.0 million (32.01 per diluted share) compared to $73.5
million ($4.77 per diluted share) for the fiscal year ended July 31, 2001. During the fiscal year ended July 31, 2002,
the Company along with the refining industry as a whole, experienced substantially lower refining margins than
prevailed in the prior fiscal year.

Sales and Other Revenues, Cost of Products Sold and Gross Refinery Margins

Sales and other revenues decreased 22% from $1,142.1 million in fiscal 2001 to $888.9 million in fiscal 2002. The
average sales prices per barrel sold decreased 22% from $39.82 in fiscal 2001 to $31.11 in fiscal 2002, due primarily
to lower refined product sales prices. Cost of products sold decreased 20% from $871.3 million in fiscal 2001 to

$698.2 million in fiscal 2002 due primarily to lower costs of purchased crude oil. The average price paid per barrel
of crude oil decreased 19% from $29.80 in fiscal 2001 to $24.22 in fiscal 2002.

The gross refinery margin per barrel was $6.73 in fiscal 2002 as compared to $9.80 for fiscal 2001. See
“Reconciliations to Amounts Reported under Generally Accepted Accounting Principles” following Item 7A of Part
I1 of this Form 10-K for a reconciliation to the income statement of prices of refined products sold, costs of crude oil
purchased and operating data.

Operating Expenses

Operating expenses decreased 4% from $100.4 million in fiscal 2001 to $96.3 million in fiscal 2002 due primarily to
lower utility costs.

Selling, General and Administrative Expenses

Selling, general and administrative expenses decreased 3% from $23.1 million in fiscal 2001 to $22.2 million in
fiscal 2002 primarily due to decreased legal and compensation expenses.

Equity in Earnings of Joint Ventures

Equity in earnings of joint ventures increased 46% from $5.3 million is fiscal 2001 to $7.8 million in fiscal 2002 due
primarily to record performance at the asphalt joint venture.

-30-




Interest Expense and Interest Income

Interest 2xpense declined $2 million during fiscal 2002 from fiscal 2001 primarily due to reduced interest costs as
the Company made required principal payments on long-term debt. The reduction in interest expense was partially
offset by a $1 million decrease in interest income for fiscal 2002, as compared to fiscal 2001, due primarily to lower
interest rates on invested funds.

Income Taxes

Income iaxes decreased by 61% from $48.4 million in fiscal 2001 to $18.9 million in fiscal 2002 due primarily to a
$71.0 million reduction in net income before taxes and, to a lesser extent, a decrease in the effective tax rate from
39.7% to 37.1%. The effective tax rate decreased due to state tax planning strategies implemented and net operating
loss benefits recognized. :

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents decreased by $12.6 million during the year ended December 31, 2003. The cash flow
generated from operations of $70.8 million plus the cash provided by financing activities of $35.8 million was less
than the cash used for investing activities of $119.1 million. Working capital declined during the year ended
December 31, 2003 by $41 million due to borrowings of $50 million under the Company’s Revolving Credit
Agreement in connection with the Company’s expansion and acquisition activities discussed below.

In May 2003, the Company amended its Revolving Credit Agreement with a group of banks led by Canadian
Imperial Bank of Commerce and increased the commitment from $75 million to $100 million. The Company now
has access to $100 million of commitments that can be used for revolving credit loans and letters of credit.
Previously the Company had access to $75 million of commitments of which only $37.5 million could be used for
revolving credit loans. At December 31, 2003, the Company had letters of credit outstanding under the facility of
$4.2 million and had $50 million borrowings outstanding. The Credit Agreement expires October 2004 and
therefore the borrowings under the agreement at December 31, 2003 are classified as a current liability. The
Company plans to extend the Credit Agreement during the second quarter of 2004.

On October 30, 2001, the Company announced plans to repurchase up to $20 million of the Company’s common
stock. Such repurchases have been made from time to time in open market purchases or privately negotiated
transactions, subject to price and availability. The repurchases have been financed with available corporate funds.
During the year ended December 31, 2003, the Company repurchased 43,000 shares at a cost of approximately
$894,000 or an average of $20.79 per share. From inception of the plan through December 31, 2003, the Company
has repurchased 272,400 shares at a cost of approximately $4.7 million. No stock repurchases have been made since
Februarv 7, 2003.

The Company believes its internally generated cash flow together with its Credit Agreement, as expected to be
extended, provide sufficient resources to fund planned capital projects, scheduled repayments of the Senior Notes,
continued payment of dividends (although dividend payments must be authorized by the Board of Directors and
cannot te guaranteed) and the Company’s liquidity needs for the foreseeable future.

Cash Flows from Operating Activities

Net cash provided by operating activities anmounted to $70.8 million in 2003, compared to $27.3 million in 2002.
Comparing 2003 to 2002, the $43.4 million increase in cash provided by operations was primarily the result of a
$11.4 million increase in net income (excluding the effect of the pre-tax gain on sale of assets), a $7.7 million
increase in depreciation expense, an increase of $17.7 million in deferred taxes and a reduction of $25.0 million in
prepaid transportation paid to Longhorn Partners in 2002. These increases were partially offset by items decreasing
cash flow, including an increase in turnaround expenditures of $25.2 million, and increases in inventories of $14.5
million and income taxes receivable of $6.7 million, when comparing 2003 to 2002. Additionally, as a result of the
Woods (Cross Refinery acquisition, accounts receivable, inventories and accounts payable increased in 2003.
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Net cash provided by operating activities amounted to $42.3 million in fiscal 2002, compared to $106.8 million in
fiscal 2001. Comparing fiscal 2002 to fiscal 2001, the $64.5 million decrease in cash provided by operations was
primarily the result of a $41.4 million decrease in net income, a $9.1 million increase in expenditures on turnarounds
and changes in working capital items.

Cash Flows for Investing Activities and Capital Projects

Cash flows used for investing activities were $119.1 million for 2003, as compared to $42.0 million for 2002. Cash
expenditures for property, plant and equipment were $74.6 million and $47.7 million in 2003 and 2002, respectively.
Most of the increase in 2003 is due to the Navajo Refinery’s hydrotreater and expansion projects. The Company
spent $55.8 million in 2003 (plus a $2.5 million deposit made in 2002) to acquire the Woods Cross Refinery, retail
assets and inventories. In accounting for the purchase, the Company recorded inventory of $35.5 million, property,
plant and equipment of $25.6 million, intangible assets of $1.6 million, and recorded a $4.4 million liability,
principally for pension obligations. The Company spent $28.7 million in 2003 for the purchase of an additional
45% interest in the Rio Grande Pipeline Company. Effective with this purchase the Company consolidates the
results of the Rio Grande Pipeline Company and reflects a minority interest in ownership and earnings. The
acquisition is shown in the statement of cash flows net of the $7.3 million of cash owned by the Rio Grande Pipeline
Company at the time of the Company’s acquisition of the additional partnership interest. In addition to cash, at the
acquisition date, the Rio Grande Pipeline Company owned current assets of $.6 million, net property, plant and
equipment of $34.9 million, other net assets of $7.8 million, and current liabilities of $.4 million. Additionally in
2003, the Company spent $3.3 million for investments in the asphalt joint venture. The Company’s net cash flow
used for investing activities was reduced in 2003 by a $4.9 million distribution to the Company from the asphalt
joint venture, by $24 million in proceeds from the sale of the pipeline assets, and by $8.5 million in proceeds
(including inventory sold) from the sale of retail assets purchased as part of the Woods Cross Refinery acquisition.
During 2002, the Company’s net cash flow used by investing activities was reduced by a $2.5 million distribution to
the Company from the Rio Grande joint venture, an $8.5 million distribution to the Company from the asphalt joint
venture and by $460,000 in proceeds from the sale of a 1% interest in the asphalt joint venture, offset by $3.3
million in investments in the asphalt joint venture.

Cash flows used for investing activities were $22.0 million in fiscal 2002 and $28.8 million in fiscal 2001. Cash
expenditures for property, plant and equipment were $35.3 million and $28.6 million respectively. Also in fiscal
2002, the Company spent $3.3 million for investment in the asphalt joint venture, offset by a $3.2 million
distribution to the Company from the Rio Grande joint venture, an $8.5 million distribution to the Company from
the asphalt joint venture, $460,000 in proceeds from the sale of a 1% interest in the asphalt joint venture and $4.5
million in proceeds from the sale of marketable equity securities. In fiscal 2001, the Company spent $5.9 million for
investment in the joint venture and received a $5.6 million distribution from the asphalt joint venture and a $100,000
distribution from the Rio Grande joint venture.

Construction at the Navajo Refinery of the hydrotreator project was completed in July 2003 and the expansion
project was completed in December 2003. The hydrotreater enhances higher value light product yields and
expands the Company's ability to produce additional quantities of gasolines meeting the present California Air
Resources Board ("CARB") standards, which have been adopted in the Company’s Phoenix market for winter
months beginning in late 2000, and to meet the recently adopted EPA nationwide low-sulfur gasoline requirements
that became effective in 2004. Contemporaneous with the hydrotreater project, the Navajo Refinery has been
expanded resulting in an increase in crude oil refining capacity from 60,000 BPD to approximately 75,000 BPD.
The expansion was completed in December 2003. The hydrotreater and expansion projects cost approximately $85
million, which was higher than the Company’s original estimate of approximately $56 million due to the increased
costs and scope of certain refinery infrastructure upgrades, added refining capacity and sulfur recovery capabilities,
and increased actual costs of previously estimated portions of the projects. The permits received by Navajo to date
for the Artesia facility, subject to possible minor modifications, should also permit a second phase expansion of
Navajo’s crude oil capacity from an estimated 75,000 BPD to an estimated 80,000 BPD, but a schedule for such
additional expansion has not been determined.
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Planned Capital Expenditures

The Company’s capital budget adopted for 2004 totals approximately $45 million, comprised of $7 million for
refining and pipeline transportation improvement projects for the Navajo Refinery, $19.5 million for projects at the
Woods Cross Refinery, $.5 million for projects at the Montana Refinery, $.3 million for oil and gas exploration and
production, $.7 million for information technology and other, and $17 million for management to pursue new high-
return pipeline transportation and terminal opportunities relating to the distribution network of the Navajo Refinery.
For 2004, the Company expects to expend approximately $32 million on capital projects, which amount includes
certain carryover of capital projects approved in previous years, less carryover into 2005 of certain of the 2004
approved capital items, including the $17 million to pursue pipeline and terminal projects for which no material
amounts are expected to be expended in 2004. The Company is finalizing its clean fuels strategy for the Woods
Cross Refinery which will be required to address mandated lower sulfur in on-road diesel fuel on June 1, 2006. The
facility is currently meeting the applicable new low-sulfur gasoline requirements that commenced in 2004.
The current 2004 capital budget for the Woods Cross Refinery includes preliminary costs of $13.5 million for
increased hydrogen production and $3 million associated with the selected low-sulfur diesel desulfurization project,
and apprcximately $3 million for other refinery improvements.

Cash Flows for Financing Activities

Cash flowss provided by financing activities amounted to $35.8 million in 2003, as compared to cash flows of $17.7
million used for financing activities in 2002. "In 2003, the Company borrowed $50 million under its Credit
Agreement as partial funding for the Navajo Refinery hydrotreater and expansion project, the Woods Cross
acquisition, and the purchase of an additional 45% interest in the Rio Grande joint venture. The Credit Agreement
borrowiny; plus the $369,000 received upon the exercise of stock options in 2003 were partially offset by an $8.6
million scheduled repayment of long-term debt, $900,000 spent to repurchase shares of common stock and $5.1
million of dividends paid. In 2002, the Company made an $8.6 million scheduled repayment of long-term debt,
purchased $3.7 million of treasury stock, and paid $6.7 million in dividends, offset partially by $1.8 million received
upon the 2xercise of options.

Cash flows used for financing activities amounted to $14.6 million in fiscal 2002, compared to $15.8 million in
fiscal 2001. During fiscal 2002, the Company repaid $8.6 million of its fixed rate term debt, received proceeds of
$2.0 million for common stock issued upon exercise of stock options, paid $1.6 million to repurchase shares of
common stock and paid $6.4 million in dividends. The Company had no bank borrowings during the 2002 fiscal
year. During fiscal 2001, the Company repaid $13.7 million of its fixed rate term debt, received proceeds of $4.4
million for common stock issued upon exercise of stock options and paid $5.6 million in dividends.

Contractual Obligations and Commitments

The following table presents long-term contractual obligations of the Company in total and by period due beginning
in 2004, These items include the Company’s long-term debt based on maturity dates and the Company’s operating
lease commitments. The Company’s operating leases contain renewal options that are not reflected in the table

below and that are likely to be exercised.

Payments Due by Period

Less than
Contractual Obligations Total 1 Year 2-3 Years 4-5 Years Over 5 Years
(In thousands)
Long-tern1 debt (stated maturities)... $ 17,142 $ 857 $ 8,571 $ - $ -
Operating leases ....................... $ 20,581 $ 6,072 $ 11,502 $ 2,820 $ 187

In July 2000, the Company and a subsidiary of Koch Materials Company (“Koch”) formed a joint venture, NK
Asphalt Partners, to manufacture and market asphalt and asphalt products in Arizona and New Mexico under the
name “Koch Asphalt Solutions — Southwest.” The Company contributed its asphalt terminal and asphalt blending
and modification assets in Arizona to NK Asphalt Partners and Koch contributed its New Mexico and Arizona
asphalt manufacturing and marketing assets to NK Asphalt Partners. In January 2002, the Company sold a 1%
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equity interest to Koch, thereby reducing the Company’s interest from 50% to 49%. All asphalt produced at the
Navajo Refinery is sold at market prices to the joint venture under a supply agreement. The Company is required to
make additional contributions to the joint venture of up to $3,250,000 for each of the next seven years contingent on
the earnings level of the joint venture. The Company expects to finance such contributions from its share of cash
flows of the joint venture. In the event that the Company fails to make the required contributions, the Company may
lose its voting rights during such default and the other partner could cause the partnership to bring a proceeding to
collect the unpaid contributions plus interest at the prime rate plus 2%.

As part of the Consent Decree filed December 2001 implementing an agreement reached among the Company, the
Environmental Protection Agency, the New Mexico Environment Department, and the Montana Department of
Environmental Quality, the Company is required to make investments at the Company’s New Mexico and Montana
refineries for the installation of certain state of the art pollution control equipment currently expected to total
approximately $15 million over a period expected to end in 2009, of which approximately $8 million has been
expended.

CRITICAL ACCOUNTING POLICIES

The Company’s discussion and analysis of its financial condition and results of operations are based upon the
Company’s consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires the Company to make
estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities as of the date of the financial statements. Actual results may differ
from these estimates under different assumptions or conditions. The Company considers the following policies to be
the most critical to understanding the judgments that are involved and the uncertainties that could impact its results
of operations, financial condition and cash flows. For additional information, also see Note 1 to the Consolidated
Financial Statements “Description of Business and Summary of Significant Accounting Policies”.

Inventory Valuation

The Company’s crude oil and refined product inventories are stated at the lower of cost or market. Cost is
determined using the last-in, first-out (“LIFO”) inventory valuation methodology and market is determined using
current estimated selling prices. Under the LIFO method, the most recently incurred costs are charged to cost of
sales and inventories are valued at the earliest acquisition costs. In periods of rapidly declining prices, LIFO
inventories may have to be written down to market due to the higher costs assigned to LIFO layers in prior periods.
In addition, the use of the LIFO inventory method may result in increases or decreases to cost of sales in years that
inventory volumes decline as the result of charging cost of sales with LIFO inventory costs generated in prior
periods. As of December 31, 2003, the Company’s LIFO inventory layers were valued at historical costs that were
established in years when price levels were much lower; therefore, the Company’s results of operation are less
sensitive to current market price reductions. As of December 31, 2003, the excess of current cost over the LIFO
inventory value of the Company’s crude oil and refined product inventories was approximately $39.9 million.

Deferred Maintenance Costs

The Company’s refinery units require regular major maintenance and repairs which are commonly referred to as
“turnarounds”. Catalysts used in certain refinery processes also require routine “change-outs”. The required
frequency of the maintenance varies by unit and by catalyst, but generally is every two to five years. In order to
minimize downtime during turnarounds, the Company for turnarounds utilizes contract labor as well as its
maintenance personnel on a continuous 24 hour basis. Whenever possible, turnarounds are scheduled so that some
units continue to operate while others are down for maintenance. The Company records the costs of turnarounds as
deferred charges and then amortizes the deferred costs over the expected periods of benefit. The American Institute
of Certified Public Accountants has issued an Exposure Draft for a Proposed Statement of Position, “Accounting for
Certain Costs and Activities Related to Property, Plant, and Equipment”, which would require the Company to
expense turnaround costs as they are incurred. If this proposed statement had been adopted in its current form as of
December 31, 2003, the Company would have been required to expense $24.7 million of deferred maintenance costs
and would be required to expense all future turnaround costs as incurred.
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Long-lived Assets
The Company calculates depreciation and amortization based on estimated useful lives and salvage values of its
assets. When assets are placed into service, the Company makes estimates with respect to their useful lives that the
Compariy believes are reasonable. However, factors such as competition, regulation or environmental matters could
cause the Company to change its estimates, thus impacting the future calculation of depreciation and amortization.
The Company evaluates long-lived assets for potential impairment by identifying whether indicators of impairment
exist and, if so, assessing whether the long-lived assets are recoverable from estimated future undiscounted cash
flows. The actual amount of impairment loss, if any, to be recorded is equal to the amount by which a long-lived
asset’s carrying value exceeds its fair value. Estimates of future discounted cash flows and fair value of assets
require subjective assumptions with regard to future operating results and actual results could differ from those
estimates. No impairments of long-lived assets were recorded during the years ended December 31, 2003, and 2002,
or the fiscal years ended July 31, 2002 and 2001.

Contingencies

The Company is subject to proceedings, lawsuits and other claims related to environmental, labor, product and other
matters. The Company is required to assess the likelihood of any adverse judgments or outcomes to these matters as
well as potential ranges of probable losses. A determination of the amount of reserves required, if any, for these
contingencies is made after careful analysis of each individual issue. The required reserves may change in the future
due to new developments in each matter or changes in approach such as a change in settlement strategy in dealing
with these matters.

Prepaic Transportation Costs

As a result of the Company's settlement of litigation with Longhorn Partners, the Company in November 2002
. prepaid $25,000,000 to Longhorn Partners for the shipment of 7,000 BPD of refined products from the Gulf Coast to
El Paso in a period of up to 6 years from the date the Longhorn Pipeline begins operations if such operations begin
by July 1, 2004, Under the agreement, the prepayment would cover shipments of 7,000 BPD by the Company for
approximately 4 1/2 years assuming there were no curtailments of service once operations began. The Company
plans to make use of the prepaid transpontation services to ship purchased refined products on the Longhorn Pipeline
and will amortize the prepaid costs as refined products are shipped. Under the terms of the November 2002
settlement agreement that terminated litigation between the Company and Longhorn Partners, the Company would
have an unsecured claim for repayment with interest of the Company's $25,000,000 prepayment to Longhorn
Partners: for transportation services in the event the Longhom Pipeline did not begin operations by July 1, 2004 or
announced that it would not begin operations by that date. At the date of this report, it is not possible to predict
whether and, if so, under what conditions, the Longhorn Pipeline will ultimately be operated, nor is it possible to
predict the overall impact on the Company if the Longhorn Pipeline does not ultimately begin operations or begins
operations at different possible future dates. If it becomes probable that the Longhorn Pipeline will not become
operational or if there is indication of impairment in the value of the prepaid transportation costs, the Company
would record an impairment loss equal to the amount by which the carrying value exceeds the fair value.

New Accounting Pronouncements

SFAS No. 142 “Goodwill and Other Intangible Assets”

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standard (“SFAS”) No. 142, “Goodwill ‘and Other Intangible Assets” which changes how goodwill and other
intangible assets are accounted for subsequent to their initial recognition. The Company adopted the standard
effective August 1, 2002 and there was no effect on its financial condition, results of operations, or cash flows.

SFAS No. 143 “Accounting for Asset Retirement Obltgatlons

In June 2001, FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” Wthh requires that the
fair value for an asset retirement obligation be capitalized as part of the carrying amount of the long-lived asset if a
reasonable estimaté of fair value can be made. SFAS No. 143 was effective for fiscal years beginning after June 15,
2002. “The Company adopted the standard effective August 1, 2002 and there was no material effect on its financial
condition, results of operations, or cash flows.
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SFAS No. 144 "Accounting for the Impairment or Disposal of Long-Lived Assets”

In August 2001, FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”.
This statement supersedes SFAS No. 121 “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed Of”, but carries over the key guidance from SFAS No. 121 in establishing the
framework for the recognition and measurement of long-lived assets to be disposed of by sale and addresses
significant implementation issues. SFAS No. 144 was effective for fiscal years beginning after December 15, 2001.
The Company adopted the standard effective August 1, 2002 and there was no effect on its financial condition,
results of operations, or cash flows.

SFAS No. 146 "Accounting for Certain Costs Associated with Exit or Disposal Activities”

In June 2002, FASB issued SFAS No. 146 “Accounting for Certain Costs Associated with Exit or Disposal
Activities” which nullifies Emerging Issues Task Force (“EITF”) 94-3 and requires that a liability for a cost
associated with an exit or disposal activity be recognized when the liability is incurred and establishes fair value as
the objective for initial measurement of liabilities. This differs from EITF 94-3 which stated that liabilities for exit
costs were to be recognized as of the date of an entity’s commitment to an exit plan. SFAS No. 146 was effective
for exit or disposal activities that are initiated after December 31, 2002. The Company adopted the standard on
January 1, 2003, and there was no effect on its financial condition, results of operations, or cash flows.

SFAS No. 148 “Accounting for Stock-Based Compensation—Transition and Disclosure”

In December 2002, FASB issued SFAS No. 148 “Accounting for Stock-Based Compensation—Transition and
Disclosure,” an amendment of SFAS No. 123. This statement provides alternative methods of transition to SFAS
No. 123’s fair value method of accounting for stock-based employee compensation. In addition, this statement
amends the disclosure requirements of SFAS No. 123 to require disclosures in both annual and interim financial
statements about the method of accounting for stock-based employee compensation and the effect of the method
used on reported results. SFAS No. 148’s amendment of the disclosure requirements was effective for interim
periods beginning after December 15, 2002. SFAS No. 148’s amendment of the transition and annual disclosure
requirements of SFAS No. 123 was effective for fiscal years ending after December 15, 2002. See Note 3 to the
Consolidated Financial Statements for effect of this standard on the Company’s financial condition, results of
operations, and cash flows. ,

Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirement for Guarantees, including Indirect
Guarantees of Indebtedness of Others”

In January 2003, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirement for
Guarantees, including Indirect Guarantees of Indebtedness of Others” (“FIN 45”). FIN 45 requires an entity to
recognize a liability for the obligations it has undertaken in issuing a guarantee. This liability would be recorded at
the inception of a guarantee and would be measured at fair value. Certain guarantees are excluded from the
measurement and disclosure provisions while certain other guarantees are excluded from the measurement
provisions of the interpretation. The Company adopted the standard on January 1, 2003 and there was no material
effect on its financial condition, results of operations, or cash flows.

Interpretation No. 46, “Consolidation of Variable Interest Entities”

In January 2003 (revised December 2003), the FASB issued Interpretation No. 46, “Consolidation of Variable
Interest Entities” (“FIN 46>). FIN 46 requires an entity to consolidate a variable interest entity if it is designated as
the primary beneficiary of that entity and if the entity does not have a majority of voting interests. A variable
interest entity is generally defined as an entity where its equity is unable to finance its activities or where the owners
of the entity lack the risk and rewards of ownership. The provisions of FIN 46 apply at inception for any entity
created after January 31, 2003. For an entity created before February 1, 2003, the provisions of this interpretation
must be applied at the beginning of the first interim period beginning after June 15, 2003. The Company is not the
primary beneficiary of any variable interest entities, and accordingly, the adoption of FIN 46 by the Company on
December 31, 2003 had no material effect on the Company's financial condition, results of operations, or cash flows.

SFAS No. 150 “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity”

In May 2003, the FASB issued SFAS No. 150 “Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity.” This statement establishes standards for how an issuer classifies and measures certain
financial instruments with characteristics of both liabilities and equity. This statement will result in a more complete
depiction of an entity’s liabilities and equity and will thereby assist investors and creditors in assessing the amount,
timing, and likelihood of potential future cash outflows and equity share issuances. This statement is effective for
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financia! instruments entered into or modified after May 31, 2003 and otherwise is effective at the beginning of the
first interim period beginning after June 15, 2003. It is to be implemented by reporting the cumulative effect of a
change in an accounting principle for financial instruments created before the issuance date of the statement and still
existing at the beginning of the interim period of adoption. Restatement is not permitted. The Company adopted the
standard on July 1, 2003, and there was no effect on its financial condition, results of operations, or cash flows.

SFAS No. 132 (revised) “Employers’ Disclosures about Pensions and Other Postretirement Benefits”

In December 2003, the FASB issued SFAS 132 (revised), “Employers’ Disclosures -about Pensions and Other
Postretirement Benefits.” These revisions require additional disclosures in annual reports concerning the assets,
obligations, cash flows and net periodic benefit cost of defined benefit pension plans and other defined benefit
postretircment plans, Additionally, the statement now requires interim period disclosures regarding net periodic
pension cost and employer contributions. The statement is effective for fiscal years ending after December 15, 2003.
The Company adopted the standard on December 31, 2003.

Exposure Draft for a Proposed Statement of Position, “Accounting for Certain Costs and Activities Related to
Property, Plant and Equipment” .

The American Institute of Certified Public Accountants has issued an Exposure Draft for a Proposed Statement of
Position, “Accounting for Certain Costs and Activities Related to Property,- Plant and Equipment,” which would
require major maintenance activities to be expensed as costs are incurred. As of December 31, 2003, the Company
had approximately $24.7 million of deferred maintenance costs, all relating to refinery turnarounds in prior periods,
which ar¢ being amortized over various benefit periods. The current monthly amortization is $737,000. If this
proposed Statement of Position had been adopted in its current form, as of December 31, 2003, the Company would
have been required to expense $24.7 million of deferred maintenance costs and would be required to expense all
future turnaround costs as incurred.

ADDITIONAL FACTORS THAT MAY AFFECT FUTdRE RESULTS

Many factors outside of the Company’s control affect the prices and demand for its products, including seasonal
and weather-related factors and governmental regulations and policies.

The Company's operating results have been, and will continue to be, affected by a wide variety of risk factors, many
of which are beyond the Company's control, that could have adverse effects on profitability during any particular
period. Among these factors is the demand for crude oil' and refined products, which is largely driven by the
conditions of Jocal and worldwide economies-as well as by weather patterns and the taxation of these products
relative to other energy sources. Governmental regulations and policies, particularly in the areas of taxation, energy
and the environment, also have a significant impact on the Company's activities. Operating results can be affected
by these industry factors, by competition in the particular geographic areas that the Company serves and by factors
that are specific to the Company, such as the success of pamcular marketing programs and the efficiency of the
Company’s refinery operations.

In addition, the Company's profitability depends largely on the spread between market prices for refined petroleum
products and crude oil prices. This margin is continually changing and may fluctuate significantly from time to
time. Crude oil and refined products are commodities whose price levels are determined by market forces beyond
the control of the Company. Additionally, due to the seasonality of refined products markets and refinery
maintenance schedules, results of operations for any particular quarter of a fiscal year are .not.necessarily indicative
of results for the full year. In general, prices for refined products are influenced by the price of crude oil. Although
an increase or decrease in the price for crude oil generally results in a similar increase or decrease in prices for
refined preducts, there is normally a time lag in the realization of the similar increase or decrease in prices for
refined products. The effect of changes in crude oil prices on operating results therefore depends in part on how
quickly refined product prices adjust to reflect these changes. A substantial or prolonged increase in crude oil prices
without a corresponding increase in refined product prices, a substantial or prolonged decrease in refined product
prices without a corresponding decrease in crude oil prices, or a substantial or prolonged decrease in demand for
refined products could have a significant negative effect on the Company's earnings and cash flows.

The Compzny is dependent on the production and sale of quantities of refined products at refined product margins
sufficient to cover operating costs, including any increases in costs resulting from future inflationary pressures. The
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refining business is characterized by high fixed costs resulting from the significant capital outlays associated with
refineries, terminals, pipelines and related facilities. Furthermore, future regulatory requirements or competitive
pressures could result in additional capital expenditures, which may or may not produce the results intended. Such
capital expenditures may require significant financial resources that may be contingent on the Company's access to
capital markets and commercial bank loans. Additionally, other matters, such as regulatory requirements or legal
actions, may restrict the Company’s access to funds for capital expenditures.

The potential operation of new refined product transportation pipelines or proration of existing pipelines could
impact the supply of refined products to the Company’s-existing markets, such as El Paso, Albuquerque and
Phoenix.,

The proposed Longhorn Pipeline, which is owned by Longhorn Partners Pipeline, L.P. ("Longhorn Partners"), is an
additional potential source of pipeline transportation from Guif Coast refineries to El Paso. This pipeline is proposed
to run approximately 700 miles from the Houston area of the Gulf Coast to El Paso, utilizing a direct route.
Longhom Partners has proposed to use the pipeline initially to transport approximately 72,000 BPD of refined
products from the Gulf Coast to El Paso and markets served from El Paso, with an ultimate maximum capacity of
225,000 BPD. Although most construction has been completed, the Longhorn Pipeline will not begin operations
until the completion of certain agreed improvements and pre-start-up steps. Published reports indicate that
construction in preparation for start-up of the Longhorn Pipeline continued until late July 2002, when the
construction activities were halted before completion of the project. In December 2003, the United States Court of
Appeals for the Fifth Circuit affirmed a decision by the federal district court in Austin, Texas that allows the
Longhorn Pipeline to begin operations when agreed improvements have been completed. The plaintiffs in this
proceeding are expected to file in the next few weeks a petition to the Supreme Court of the United States seeking
review of the Court of Appeals decision. In January 2004, Longhorn officials stated they had received the additional
financing needed to finalize the project and that they expect start-up to occur in the early summer of 2004.

If the Longhorn Pipeline operates as currently proposed, it could result in significant downward pressure on
wholesale refined products prices and refined products margins in El Paso and related markets. However, any effects
on the Company's markets in Tucson and Phoenix, Arizona and Albuquerque, New Mexico would be expected to be
limited in the near-term because current common carrier pipelines from El Paso to these markets are now running at
capacity and proration policies of these pipelines allocate only limited capacity to new shippers. Although Chevron-
Texaco has not announced any plans to expand their common carrier pipeline from El Paso to Albuquerque to
address their capacity constraint, Kinder Morgan’s SFPP, L.P. (“SFPP”} has announced plans to expand the capacity
of its pipeline from El Paso to the Arizona market by 53,000 BPD. According to their latest announcement, this
expansion is expected to be completed during 2005. Although the Company's results of operations could be
adversely impacted by the start-up of the Longhorn Pipeline, the Company is unable to predict at this time the extent
to which it could be negatively affected.

As a result of the Company's settlement of litigation with Longhorn Partners, the Company in November 2002
prepaid $25,000,000 to Longhorn Partners for the shipment of 7,000 BPD of refined products from the Guif Coast to
El Paso in a period of up to 6 years from the date the Longhorn Pipeline begins operations if such operations begin
by July 1, 2004, Under the agreement, the prepayment would cover shipments of 7,000 BPD by the Company for
approximately 4 1/2 years assuming there were no curtailments of service once operations began. The Company
plans to make use of the prepaid transportation services to ship purchased refined products on the Longhorn Pipeline
to meet obligations of the Company to deliver refined products to customers in El Paso. The Company believes that
these transportation services will be of benefit to the Company because most or all of such refined products shipped
by the Company on the Longhorn Pipeline would take the place of Company products that can be profitably
redirected to markets in northwest New Mexico and southern Colorado.,

At the date of this report, it is not possible to predict whether and, if so, under what conditions, the Longhorn
Pipeline will ultimately be operated, nor is it possible to predict the overall impact on the Company if the Longhorn
Pipeline does not ultimately begin operations or begins operations at different possible future dates. Under the terms
of the November 2002 settlement agreement that terminated litigation between the Company and Longhom Partners,
the Company would have an unsecured claim for repayment with interest of the Company's $25,000,000
prepayment to Longhorn Partners for transportation services in the event the Longhorn Pipeline did not begin
operations by July 1, 2004 or announced that it would not begin operations by that date.
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Until 1998, the El Paso market and markets served from El Paso were generally not supplied by refined products
produced by the large refineries on the Texas Gulf Coast. While wholesale prices of refined products on the Gulf
Coast heave historically been lower than prices in El Paso, distances from the Gulf Coast to El Paso (more than 700
miles if the most direct route were used) have made transportation by truck unfeasible and have discouraged the
substantial investment required for development of refined products pipelines from the Gulf Coast to El Paso.

In 1998, a Texaco, Inc. subsidiary converted an existing 16-inch crude oil products pipeline running from the Gulf
Coast to Midland, Texas along a northern route through Corsicana, Texas to refined products service. This pipeline,
now owned by Shell Pipeline Company, LP (“Shell”), is linked to a 6-inch pipeline, also owned by Shell, and can
transport, to Ei Paso approximately 16,000 to 18,000 BPD of refined products produced on the Texas Gulf Coast
(this capacity replaced a similar volume that had been produced in the Shell Oil Company refinery in Odessa, Texas,
which was shut down in 1998). The Shell pipeline from the Gulf Coast to Midland has the potential to be linked to
existing or new pipelines running from the Midland, Texas area to El Paso with the result that substantial additional
volumes of refined products could be transported from the Gulf Coast to Et Paso.

An additional factor that could affect some of the Company's markets is excess pipeline capacity from the West
Coast into the Company's Arizona markets after the expansion in 1999 of the pipeline from the West Coast to
Phoenix. If refined products become available on the West Coast in excess of demand in that market, additional
products may- be shipped into the Company's Arizona markets with resulting possible downward pressure on refined
product prices in these markets. ‘

In addition to the projects described above, other projects have been explored from time to time by refiners and
other entities, which projects, if consummated, could result in further increases in the supply of products to the
Company's markets.

In recent years there have been several refining and marketing consolidations or acquisitions between entities
competing in the Company's geographic market. These transactions could increase the future competitive pressures
on the Company.

The common carrier pipelines used by the Company to serve the Arizona and Albuquerque markets are- currently
operated at or near capacity and are subject to proration. As a result, the volumes of refined products that the
Company and other shippers have been able to deliver to these markets have been limited. The flow of additional
products into El Paso for shipment to Arizona, either as a result of the Longhorn Pipeline or otherwise, could further
exacerbate such constraints on deliveries to Arizona. No assurances can be given that the Company will not
experience future constraints on its ability to deliver its products through the common carrier pipeline to Arizona.
Any future constraints on the Company's ability to transport its refined products to Arizona could, if sustained,
adversely affect the Company's results of operations and financial condition. As mentioned above, SFPP has
announced plans to expand the capacity of its pipeline from El Paso to the Arizona market by 53,000 BPD.
According to their latest announcement, this expansion is expected to be completed during 2005. For the Company,
the proposed expansion would permit the shipment of additional refined products to markets in Arizona, but pipeline
tariffs would likely be higher and the expansion would also permit additional shipments by competing suppliers.
The ultimate effects of the proposed pipeline expansion on the Company cannot presently be estimated.

In the case of the Albuquerque market, the common carrier pipeline used by the Company to serve this market
currently operates at or near capacity with resulting limitations on the amount of refined products that the Company
and other shippers can deliver. The Company leases from Enterprise Products Partners, L.P. a pipeline running from
near the Navajo Refinery to the Albuquerque vicinity and Bloomfield, New Mexico, (the “Leased Pipeline”). The
Company operates a 12” pipeline from the Navajo Refinery to the Leased Pipeline as well as terminalling facilities
in Bloomfield, New Mexico, which is located in the northwest corner of New Mexico, and in Moriarty, which is 40
miles east of Albuquerque. Transportation of petroleum products to markets in northwest New Mexico and diesel
fuels to Moriarty began at the end of calendar 1999. In December 2001, the Company completed its expansion of the
Moriarty terminal and its pumping capacity on the lease pipelines. The terminal expansion included the addition of
gasoline and jet fuel to the existing diesel fuel delivery capabilities, thus permitting the Company to provide a full
slate of light products to the growing Albuquerque and Santa Fe, New Mexico area. The enhanced pumping
capabilities on the Company’s leased pipeline extending from the Artesia refinery through Moriarty to Bloomfield




will permit the Company to deliver a total of over 45,000 BPD of light products to these locations, thereby
eliminating third party tariff expenses and the risk of future pipeline constraints on shipments to Albuquerque. If
needed, additional pump stations could further increase the pipeline’s capabilities. Any future constraints on the
Company's ability to transport its refined products to Arizona or Albuquerque could, if sustained, adversely affect
the Company's results of operations and financial condition.

The Company did not benefit from treatment as a “small refiner” in bidding for its current contracts for delivery
of military jet fuel to the United States government.

In August 2003, the Defense Energy Support Center (“DESC”), a part of the United States Department of Defense,
awarded contracts to the Company for sales of military jet fuel for the period October 1, 2003 through September
30, 2004. The Company’s total contract award, which is subject to adjustment based on actual needs of the DESC
for military jet fuel, was approximately 85 million gallons as compared to the total award for the 2002-2003 contract
year of approximately 130 million gallons. Because of the pendency of the proposed merger with Frontier Oil
Corporation at the time of the bidding for these contracts, the Company was not eligible for favorable small refiner
status in the bidding process. In consequence of the Company’s ineligibility for small refiner status in this bidding
process for the 2003-2004 contract year, the Company’s final bid prices were less and the volumes for which the
Company was the successful bidder were smaller than in the case of military jet fuel contracts in prior years, when
the Company was eligible for small refiner status. The Company estimates that the result of its ineligibility for
small refiner status in the 2003-2004 contract year will be a reduction in pre-tax income of approximately $1 to $2
million for the twelve months ending September 30, 2004.

A lawsuit is pending with respect to the Company’s proposed merger with Frontier Oil Corporation.

On August 20, 2003, Frontier Oil Corporation ("Frontier") filed a lawsuit in the Delaware Court of Chancery
seeking declaratory relief and damages based on allegations that the Company repudiated its obligations and
breached an implied covenant of good faith and fair dealing under an agreement (the "Frontier Merger Agreement")
announced in late March 2003 under which Frontier and the Company were to be combined. On August 21, 2003,
the Company formally notified Frontier of the Company's position that pending and threatened toxic tort litigation
with respect to oil properties operated by a subsidiary of Frontier from 1985 to 1995 adjacent to the campus of
Beverly Hills High School constituted a breach of Frontier's representations and warranties in the Frontier Merger
Agreement as to the absence of litigation or other circumstances which could reasonably be expected to have a
material adverse effect on Frontier. On September 2, 2003, the Company filed in the Delaware Court of Chancery its
Answer and Counterclaims seeking declaratory judgments that the Company had not repudiated the Frontier Merger
Agreement, that Frontier had repudiated the Frontier Merger Agreement, that Frontier had breached certain
representations made by Frontier in the Frontier Merger Agreement, that the Company's obligations under the
Frontier Merger Agreement were and are excused and that the Company may terminate the Frontier Merger
Agreement without liability, and seeking damages as well as costs and attorneys' fees. To the date of this report, the
Company has not taken any actions, beyond the sending of the August 21, 2003 notification with respect to the
Beverly Hills High School matter, under the various provisions of the Frontier Merger Agreement relating to the
Company’s rights to terminate the Frontier Merger Agreement. Frontier was permitted by the court to amend its
Complaint shortly before the beginning of the trial to assert that the Company’s actions entitle Frontier to payment
of a breakup fee of $16 million plus certain legal expenses. The trial with respect to Frontier's amended Complaint
and the Company's Answer and Counterclaims began in the Delaware Court of Chancery on February 23, 2004 and
was completed on March 5, 2004. Following submission of post-trial briefs and oral argument, a decision is
expected to be announced within several months after completion of the trial. Although it is not possible at the date
of this report to predict the outcome of this litigation, the Company believes that the claims made by Frontier in the
litigation are wholly without merit and that the Company's counterclaims are well founded.

An appeal is pending with respect to the Company’s lawsuit to recover amounts in dispute in connection with the
Company’s prior sales of military jet fuel to the United States government.

The Company has pending in the United States Court of Federal Claims a lawsuit against the Department of Defense
relating to claims totaling approximately $298 million with respect to jet fuel sales by two subsidiaries in the years
1982 through 1999. In October 2003, the judge before whom the case is pending issued a ruling that denied the
Government's motion for partial summary judgment on all issues raised by the Government and granted the
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Company's motion for partial summary judgment on most of the issues raised by the Company. The ruling on the
motions: for summary judgment in the Company’s case does not constitute a final ruling for the Company as to the
Company's claims but instead the judge's ruling is expected to be followed by substantial-discovery proceedings and
then a trial on factual issues. The Company plans to seek to amend its complaint in this lawsuit to add an additional
claim for approximately $900,000 which was submitted to the Government in September 2003 and denied in
November 2003. The Company’s lawsuit may be significantly affected by interlocutory appeals allowed in February
2004 by the United States Court of Appeals for the Federal Circuit (the "Federal Circuit Appeals Court") with
respect fo rulings by two United States Court of Federal Claims judges in cases relating to jet fuel sales of two other
refining companies. The rulings in these two cases were favorable to the position of the refining company in one
case and favorable to the position of the Government in the other case. A decision by the Federal Circuit Appeals
Court it these cases is expected to be issued near the end of 2004 and such decision could substantially affect the
Compar:y's lawsuit. It is not possible at the date of this report to predict the outcome of further proceedings in the
Compar.y's case or the impact on the Company's case of the decision by the Federal Circuit Appeals Court in the
related cases, nor is it possible to predict what amount, if any, will ultimately be payable to the Company with
respect to the Company's lawsuit.

Other legal proceedings that could affect future results are described in Item 3, “Legal Proceedings.”

New governmental requirements, such as requirements for the use of only reformulated gasoline in certain

markets, could require the Company to make substantial capital expenditures in order to produce the required
products. .

Effective January 1, 1995, certain cities in the country were required to use only reformulated gasoline ("RFG"), a
cleaner burning fuel. Phoenix is the only principal market of the Company that currently requires the equivalent of
RFG (or an alternative clean burning gasoline formula), although this requirement could be implemented in other
markets over time. Phoenix adopted the even more rigorous California Air Resources Board ("CARB") fuel
specificetions for winter months beginning in late 2000. Completion of the hydrotreater project, described above
under “Cash Flows for Investing Activities and Capital Projects,” has enhanced higher value light product yields and
expanded the Company's ability to produce more gasoline which meets the present CARB standards in the
Company’s Phoenix market and meets the EPA Low-Sulfur Gasoline requirements that become effective in 2004.
The EPA has required the use of ultra-low sulfur highway diesel fuel effective June 1, 2006 and is proposing
requirements for non-road diesel. The Company is in the process of beginning engineering activities for projects to
meet these requirements. These new requirements, other requirements of the federal Clean Air Act, or other
presently existing or future environmental regulations could cause the Company to expend substantial amounts to
permit the Company’s refineries to produce products that meet applicable requirements.

RISK MANAGEMENT

The Company uses certain strategies to reduce some commodity price and operational risks. The Company does not
attempt t eliminate all market risk exposures when the Company believes the exposure relating to such risk would
not be significant to the Company's future earnings, financial position, capital resources or liquidity or that the cost
of eliminating the exposure would outweigh the benefit.

The Company's profitability depends largely on the spread between market prices for refined products and market
prices for crude oil. A substantial or prolonged decrease in this spread could have a significant negative effect on
the Company's earnings, financial condition and cash flows.

The Company periodically utilizes petroleum commodity futures contracts to reduce its exposure to the price
fluctuations associated with crude oil and refined products. Such contracts historically have been used principally to
help manage the price risk inherent in purchasing crude oil in advance of the delivery date and as a hedge for fixed-
price sales contracts of refined products. The Company has also utilized commodity price swaps and collar options
to help manage the exposure to price volatility relating to forecasted purchases of natural gas. The Company
regularly utilizes contracts that provide for the purchase of crude oil and other feedstocks and for the sale of refined
products. Certain of these contracts may meet the definition of a derivative instrument in accordance with SFAS
No. 133, as amended. The Company believes these contracts qualify for the normal purchases and normal sales
exception under SFAS No. 133, as amended, because deliveries under the contracts will be in quantities expected to




be used or sold over a reasonable period of time in the normal course of business. Accordingly, these contracts are
designated as normal purchases and normal sales contracts and are not required to be recorded as derivative
instruments under SFAS No. 133, as amended.

During the fiscal year ended July 31, 2001, the Company entered into energy commodity futures contracts to hedge
certain commitments to purchase crude oil and deliver gasoline in March 2001. The purpose of the hedge was to
help protect the Company from the risk that the refined product margins with respect to the hedged gasoline sales
would decline. Due to the strict requirements of SFAS No. 133 in measuring effectiveness of hedges, this particular
hedge transaction did not qualify for hedge accounting. The energy commodity futures contracts entered into
resulted in a loss of $161,000 for the year ended July 31, 2001, which was included in cost of products sold.

During the fiscal year ended July 31, 2001, the Company entered into commodity price swaps and collar options to
help manage the exposure to price volatility relating to forecasted purchases of natural gas in March 2001 and from
May 2001 to May 2002. These transactions were designated as cash flow hedges related to the purchase of 1.2
million MMBtu of forecasted natural gas purchases for the Navajo Refinery. At July 31, 2001, a loss of $2.1 million
was included in comprehensive income, as the values of the outstanding hedges were marked to the current fair
value. In fiscal 2002, the Company recorded net adjustments of $2.1 million to comprehensive income, which
included actual losses of approximately $3.3 million that were reclassified from comprehensive income to operating
expenses as the transactions occurred under the swap and collar arrangements.

In December 2002, the Company entered into cash flow hedges relating to certain forecasted transactions to buy
crude oil and sell gasoline in March 2003. The purpose of the hedges was to help protect the Company from the risk
that the refinery margin would decline with respect to the hedged crude oil and refined products. To effect the
hedges the Company entered into gasoline and crude oil futures transactions. Gains and losses reported under
accumulated other comprehensive income were reclassified into income when the forecasted transactions occurred.
During the five months ended December 31, 2002, the Company marked the value of the outstanding hedges to fair
value in accordance with SFAS No. 133 and included $47,000 of income in comprehensive income. In March 2003,
as the forecasted transactions occurred, the Company reclassified $108,000 of actual losses from comprehensive
income to cost of sales. The ineffective portion of the hedges resulted in a $32,000 gain that was also included in
cost of sales.

In October 2003, the Company entered into price swaps to help manage the exposure to price volatility relating to
forecasted purchases of natural gas from December 2003 to March 2004. These transactions were designated as
cash flow hedges of forecasted purchases. The contracts to hedge natural gas costs were for 6,000, 500, and 2,000
MMBtu per day for the Navajo Refinery, Montana Refinery, and the Woods Cross Refinery, respectively. The
December 2003 contracts resulted in net realized losses of $71,000 and were recorded into refining operating costs.
At December 31, 2003, included in comprehensive income, was a gain of $599,000, as the values of the outstanding
hedges were marked to the current fair value, in accordance with SFAS No. 133. At December 31, 2003 there were
no ineffective portions of the hedges.

At December 31, 2003, the Company had outstanding unsecured debt of $17.1 million and had $50 million of
borrowings outstanding under its Credit Agreement. The Company does not have significant exposure to changing
interest rates on its unsecured debt because the interest rates are fixed, the average maturity is approximately one
year and such debt represents less than 10% of the Company's total capitalization. As the interest rates on the
Company’s bank borrowings are reset frequently based on either the bank's daily effective prime rate, or the LIBOR
rate, interest rate market risk is very low. There were no bank borrowings during fiscal 2002 or fiscal 2001,
Additionally, the Company invests any available cash only in investment grade, highly liquid investments with
maturities of three months or less and hence the interest rate market risk implicit in these cash investments is low. A
ten percent change in the market interest rate over the next year would not materially impact the Company's earnings
or cash flow since the interest rates on the Company's long-term debt are fixed and the Company's borrowings under
the Credit Agreement, if any, and cash investments are at short-term market rates and such interest has historically
not been significant as compared to the total operations of the Company. A ten percent change in the market interest
rate over the next year would not materially impact the Company's financial condition since the average maturity of
the Company’s long-term debt is approximately one year, such debt represents less than 10% of the Company's total
capitalization, and the Company's borrowings under the Credit Agreement and cash investments are at short-term
market rates.
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The Conipany's operations are subject to normal hazards of operations, including fire, explosion and weather-related
perils. The Company maintains various insurance coverages, including business interruption insurance, subject to
certain cleductibles. The Company is not fully insured against certain risks because such risks are not fully
insurable, coverage is unavailable, or premium costs, in the judgment of the Company, do not justify such
expenditures. Shortly after the events of September 11, 2001, the Company completed a security assessment of its
principal facilities. Because of recent changes in insurance markets, insurance coverages available to the Company
have become more costly in recent years and in some cases less available. So long as this current trend continues,
the Company expects to incur higher insurance costs and anticipates that, in some cases, it may be necessary to
reduce somewhat the extent of insurance coverages because of reduced insurance availability at acceptable premium
costs. '

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

See "Risk Management” under "Management's Discussion and Analysis of Financial Condition and Results of
Operations,” ,

Reconciliations to Amounts Reported Under Generally Accepted Accounting Principles

Reconciliations of earnings before interest, taxes, depreciation and amortization (“EBITDA”) to amounts
reported under generally accepted accounting principles in financial statements.

Earnings before interest, taxes, depreciation and amortization - EBITDA is calculated as net income plus (i) interest
expense net of interest income, (ii) income tax provision, and (iii) depreciation, depletion and amortization.
EBITDA is not a calculation based upon generally accepted accounting principles: however, the amounts included
in the EBITDA calculation are derived from amounts included in the consolidated financial statements of the
Company. EBITDA should not be considered as an alternative to net income or operating income, as an indication
of operating performance of the Company or as an alternative to operating cash flow as a measure of liquidity.
EBITDA is not necessarily comparable to similarly titled measures of other companies. EBITDA is presented here
because it enhances an investor’s understanding of the Company’s ability to satisfy principal and interest obligations
with respect to the Company’s indebtedness and to use cash for other purposes, including capital expenditures.
EBITDA is also used by the Company management for internal analysis and as a basis for financial covenants.

Years Ended December 31, Years Ended July 31,
2003 2002 2002 2001
(In thousands )

NEEINCOME. .. .vttiiess it e e et e eb s nes 46,053 § 18825 § 32029 §$ 73,450
Add provision for income tax . 28,306 10,159 18,867 48,445
Add interest expense....... 2,136 2,488 2953 4,980
Subtract interest income.................. (458) (980) (1,528) . (2,513)
Add depreciation and amortization e . 36,275 - 28,550 27,699 27,327

EBITDA ..ottt ettt et sttt s e 3 12312 § 59042 § 80,020 $ 151,689

Reconciliations of refinery operating information to amounts reported under generally accepted accounting
principles in financial statements.

Per barrel sales, material cost, operating cost and margins are used by management and others to compare refinery
performance to other companies in the industry. Refinery gross margin is the difference between net sales price per
barrel and raw material costs per barrel of produced refined products. Net cash operating margin is the difference
between refinery gross margin per barre! and refinery operating cost per barrel. Other companies may not calculate
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margins in the stame manner. Per barrel sales, material cost, and operating cost of produced refined products can be
reconciled to the Company’s Statement of Income. Refining segment sales can be calculated by taking the sum of
produced refined products (or calculated on a refinery stand alone basis) times the average sales price per produced
barrel sold and purchased refined products times the average sales price per purchased barrel sold, times the number
of days in the period. Refining segment costs of products sold would be calculated in the same manner. Refining
operating expenses would be calculated by taking the sum of produced refined products sold (or calculated on a
refinery stand alone basis) times the average cash operating cost per barrel produced, times the number of days in
the period. Due to rounding of reported numbers, some amounts may not calculate exactly. The average produced
barrel per day net sales, raw material costs, and refinery operating cost are reconciled to sales and other revenue,
cost of product sold, and operating expenses as follows:

Years Ended December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
Navajo Refinery
Sales of produced refined products (BPD})............... 62,570 64,270 59,830 62,620
Average per produced barrel :
NEtSAES ..vvvveen it iee e e $ 3895 § 32.38 $ 3102 § 39.89
Raw material CoSts.......coovvivicinininniniiiiniinincnn 31.52 26.66 2446 30.17
Refinery gross margin ..........cccoeevvinericininnnnn. 743 572 6.56 9.72
Refinery operating expenses ............cc.ccoeccvvrennns ' : 324 2.70 - 284 292
Net cash operating margin .............cocueceeveeerenns. $ 419 § 3.02 $ 72 3 6.80
Woads Cross Refine
Sales of produced refined products (BPD)............... 2480 Y
Average per produced barrel
NetSAles ....vvvveenicriirn e $ 40.91
Raw material CoStS....c..vvvmeiriveeirarireremnininennienn 34.81
Refinery gross margin ..........cccoecvicenericrincnnnnnn, 6.10
Refinery operating eXpenses ..............c..eeeivecen. 3.92
Net cash operating margin ............cccooeeeevenieen. $ 2.18
Montana Refinery
Sales of produced refined products (BPD)............... 7,150 6,940 7,230 6,460
Average per produced barrel
Net sales ............... TSP FORUPRPPR PN $ 3580 § 30.65 $ 3038 § . 36.83
Raw material COSES.........c..ovvverrerieriviniionennnna, 28.17 23.79 22.23 26.22
Refinery gross margin .........ccccoevvonvrieiiiccnnrnn 7.63 6.86 8.15- 10.61
Refinery operating eXpenses ...........c..ovevrevrnnss : 585 5.67 5.55 5.84_
Net cash operating margin ............ccoceeevvernenn. $ 178§ 1.19 $ 260 § 477
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Years Ended December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
(In thousands, except barrel data }

Consolidated
Sales of produced refined products (BPD)....................... 82,900 ™ 71,210 67,060 69,080
Average per produced barrel
NELSALES vvvevrininivi i e e $ 3899 § 222 $ 3095 § 39.60
Raw mazgrial COStS.......coorvevirerieviviinrciinnnnciniiocn 3176 26.38 24.22 29.80
Refinery gross margin ........ccoevcvirirenimnniivnneninn, 7.23 5.84 6.73 9.80
Refinery operafing eXpenses ............ovvvervrrervscrnsnanns 3.58 ‘ 2.99 3.13 3.19
Net cash operating Margin ......coveeevevcereererinnonneren, $ 365 § 2.85 $ 360 $ 6.61
Sales of produced refined products (BPD).................cen.. 82900 71,210 67,060 69,080
Average sales price per produced barrel sold............. o 3 389 § 3222 $ 309 3 39.60
Average raw material costs per produced barre! sold.......... § 316§ 26.38 $ 2422 $ 29.80
Average cash operating expenses per produced barrel sold...  § 358 8§ 2.99 $ 313§ 319
* Sales of parchased refined products (BPD)........ccovcrrrnnenn, o 12,520 8,970 9,360 1,920
Average siles price per purchased barrel sold.................. $ 222 % 3513 3 3233 % 41712
Average cost per purchased barrel sold.........ccevivvenneennn, $ 47 8 34.15 $ 3098 § 41.64
Sales of all refined products (BPD)........ccovvvrvvvnrirerirenn : 95,420 80,180 76,420 77,000
Average sales price per barrel SOld.........oooveirireniinen, $ 3941 § 32.54 $ 3L 8 39.82
Average costs of products per barrel sold...........coovii. $ 3307 § 2725 $ 2504 § 31.02
Refined product 2168, ......corvvrivrmvenereiirieriniercnniennas $ 1372583 § 952,306 $ 867,812 § 1,119,141
Other refining segment FEVENUE.......overrerreenservirarinenne 823 1,002 918 1,107
Total refining segment reVENUE.........ccvvvvrvmereeninnirenne 1,373,406 953,308 868,730 1,120,248
Pipeline transportation segment sales & other revenues. ...... 21,030 19,078 18,588 18454
Corporate and other revenues and eliminations.................. 3,808 1,303 1,588 3,428
Sales and Other FEVENUES. .....veveereervreicrrierrernnannen § 1403244 § 973,689 § 888,906 § 1,142,130
Refining scgment cost of products sold...........cccevinen $ LISLT2 8 797490 $ 698530 § 371,314
Corporate and other costs and eliminations.............c...e... 4,086 (544) (285) (493)
Cost of preducts SOld. ...e.vveeveeeeviic e, § 1155858 § 796946 $ 698245 § 871,321
Refinery operating eXpenses. .........vovvverernmnerrevreinennne. $ 108,188  § 71,755 $ 76,565 $ 80,519
Other refining segment operating expenses ”................... 15,652 13,625 13,545 13,394
Total refining segment operating eXpenses.........c.c...e.ce.. 123,840 91,380 90,110 93,913
Pipeline trensportation segment operating expenses.......... 4,182 6,138 6,179 6,497
Corporate and other costs and eliminations.............ccc.e.. 3,023 281 - -
Operating ¢Xpenses..........c.c.ven. et et $ 131045 § 97,799 3 96,283 100,410

(1) The Company purchased the Woods Cross, Utah refinery from ConocoPhillips on June 1, 2003. Barrels per day
for Woods Cross is calculated based on actual production of the plant since June 1, 2003 (4,810,453 bbls divided by
214 days equals 22,480 BPD). For annual consolidation purposes, the Woods Cross barrels per day is calculated
over 365 days (4,810,453 bbls divided by 365 days equals 13,180 BPD).

(2) Represents refining segment expenses of product pipelines and terminals, principally relating to the marketing
of products from the Navajo Refinery.
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Item 8. Financial Statements and Supplementary Data

Index to Consolidated Financial Statements
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years ended July 31, 2002 and 2001.................. : 49
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ended December 31, 2003 and 2002 (unaudited),
five months ended December 31, 2002, and
years ended July 31, 2002 and 2001.................. : 50

Consolidated Statement of Stockholders' Equity for
the year ended December 31, 2003, five months
ended December 31, 2002, and years ended
July 31, 2001 and 2000 ......cccoerevevrerrrrerurreernersnnes _ 51

Consolidated Statement of Comprehensive Income
for the years ended December 31, 2003 and
2002 (unaudited), five months ended
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July 31,2002 and 2001 .........ocveniin commnrveenreienns ' © 52

Notes to Consolidated Financial
SLALEIMENTS ...veevieerverere e rcrre e eereecsrreiresesreesensees 53
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors
and Stockholders of Holly Corporation

We have audited the accompanying consolidated balance sheets of Holly Corporation at December 31, 2003 and
2002 and July 31, 2002, and the related consolidated statements of income, cash flows, stockholders' equity and
comprehensive income for the year ended December 31, 2003, the five months ended December 31, 2002, and each
of the fiscal years ended Jjuly 31, 2002 and July 31, 2001. These financial statements are the responsibility of the

Company's management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Holly Corporation at December 31, 2003 and 2002 and July 31, 2002, and the
consolidated results of its operations and its cash flows for the year ended December 31, 2003, the five months
ended December 31, 2002, and each of the fiscal years ended July 31, 2002 and July 31, 2001, in conformity with
accounting principles generally accepted in the United States.

/s/ ERNST & YOUNG LLP

Dallas, Texas
February 19, 2004

47




Assets
Current assets

HOLLY CORPORATION

CONSOLIDATED BALANCE SHEET

December 31,

2003

December 31,
2002

July 31,
2002

(In thousands, except share data)

Cash and cash equivalents ... ... .......cc..o it ot e $ 11,690 $ 24,266 $ 71,630
Accounts receivable ..ot e 184,333 148,158 135,395
Inventories .. 112,347 61,137 45,308
Income taxes recewable 7,806 647 8,699
Prepayments and other 20,230 20,139 17,812
Total current assets 336,406 254,347 278,844
Properties, plants and equipment, net ............ ..o i vt e 304,244 214,150 199,461
Investments in and advances to jOint VENtUres ..........................o...... 13,850 15,955 15,732
OHhEr @SSELS... ... ..v oo vt et v e i e e et et s e g e et s 54,392 31,341 8,269
TOtAl BSSEUS... ... ..o i e e e e e e e e e $ 708,892 $ 515,793 $ 502,306
Liabilities and Stockholders' Equity
Current liabilities
Accounts payable ..............ociic i 8 277,897 $ 207,418 $ 185,058
Accrued Habilities ... ...........o v e s e e e e 28,199 25,913 25,342
Credit agreement DOTTOWINES ... ... ccvviiitis ot iee e e e e v e v 50,000 - -
Current maturities of long-term debt ................ooo oo 8,571 8,571 8,571
Total current liabilities... ... ....................o..o o i, 364,667 241,902 218,971
Deferred inNCOME tAXES ... ... ... oo iiiirs e it e ettt eeaee e e ree e e 50,331 28,254 29,065
Long-term debt, less current maturities .............ccov e veivie e e 8,571 17,143 25,714
Commitments and CONUNEENCIES ... ............ ot vere e et i ie e et e e - - -
Other long-term liabilities. .. ... ... ... .o oot vi e e 2,239 - -
Minority interest in jOINt VENMUIE. .. ............oc e iiiii e e e e 14,475 - -
Stockholders' equity
Preferred stock, $1.00 par value - 1,000,000 shares
authorized; none issued... . - - -
Common stock, $.01 par value 20 000 000 shares anthonzed
16,885,896, 16,846,696 and 16,759,396 shares issued as of
December 31, 2003, December 31, 2002, and July 31,2002................ 169 168 168
Additional capital... 15,818 15,221 14,013
Retained earnings .. R 264,991 225,759 223,770
Accumulated other comprehenswe income (loss) 130 (1,049) -
Common stock held in treasury, at cost -
1,371,868, 1,328,868, and 1,197,968 shares as of
December 31, 2003, December 31,2002, and July 31,2002................ (12,499) (11,605) (9,395)
Total stockholders’ equity..........................coiiiii i 268,609 228,494 228,556
Total liabilities and stockholders' equity .................................. $ 708,892 $ 515,793 $ 502,306

See accompanying notes.
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HOLLY CORPORATION .

CONSOLIDATED STATEMENT OF INCOME

Five Months
Ended
Years Ended December 31, December 31, Fiscal Years Ended July 31,
2003 2002 (Unaudited) 2002 2002 2001

(In thousands, except per share data)
Sales and other revenues ............ v §0 1,403244 S ' 973689 § 448,637 $ 888,906 § 1,142,130
Operating costs and expenses

Cost of products sold (exclusive of _ : ,
depreciation, depletion, and amortization)... .. 1,155,858 _796,946 377,538 698,245 871,321

Operating expeases (exclusive of o
depreciation, depletion, and amortization)..... 131,045 97,799 - 41,566 96,289 100,410

Selling, general and administrative expenses
(exclusive of depreciation, depletlon, and

amortization)... . 34,782 © 22,029 - 9,025 22,248 23,123
Depreciation, depletlon and amomzatmn . 36,275 28,550 11,726 27,699 27,327
Exploration expenses, including dry holes ......... 1,031 1,315 392 1,379 2,042

Total operating costs and expenses............ 1,358,991 946,639 440,247 845,860 1,024,223
Gainonsaleof ussets ..........c....oeovevienenns 15,814 - - . .
Income from operations .....................lco © 60,067 . 27,050 8,390 43,046 117,907
Other income (expense)

Equity in earnings of joint ventures.. AT 1,398 3,442 726 . 7,753 5,302
Minority interest in income of joint venture - (758) - - ) - -
Interest income.. T 458 980 ] 415 1,528 2,513
Interest expens= - STPUUROPPRTE (2,136) (2,488) (1,014) (2,953) (4,980)
Reparations pa; ,rmcm reccxved R - 15,330 - - : - -
Other income .. ) - - - 1,522 1,153
14,292 1,934 127 7,850 3,988
Income before inncome taxes...... ............... 70 ... " 774,359 . 28,984 8,517 50,896 121,895
Income tax provision (benefit) .
CUITENL. .. ..ot e e e 8,009 7,574 4,613 14,533 44,577
Deferred oot e e e, 20,297 ‘ 2,585 (1,499) 4,334 3,868
‘ ,. ) 28306 : 10,159 3,114 18,867 : 48,445
Netincome ...l § 46053 § 18825 § 5403 $ 32,029  § 73,450
Net income per common share - basic............. § 297 § 121§ 0.35 $ 206 $ 4.84
Netincome per common share-diluted ........... § -~ 28 § 118 § 034 8 201§ 4.77
Cash dividends declared per common share...... $ 044 § 044 § 0.11 $ . 041 $ 0.37
Average number of common shares outstanding:
Basic ..o e 15,505 15,557 15,516 15,560 15,187
Diluted ... 16,016 - 15924 15,902 15,971 15,387

See accompanying notes,
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HOLLY CORPORATION

CONSOLIDATED STATEMENT OF CASH FLOWS

Five Months
Ended
Years Ended December 31, - December 31, Fiscal Years Ended July 31,
2003 2002 (Unaudited) 2002 2002 2001
(In thousands)

Cash flows from operating activities
Net income . rerer e B 46,053 $ 18,825 3 5,403 $ 32,029 $ 73,450
Adjustments to reconcxle net mcome to net cash
provided by operating activities

Deprecmuon depletion and amortization..............cccoeveveiveenne. 36,275 28,550 11,726 27,699 27,327
Deferred income taxes.. 20,297 2,585 (1,499) 4,334 3,868
Dry hole costs and leaseho]d 1mpamnent - 289 - 289 955
Minority interest in income of joint venture... 758 - . - - -
Equity in earnings of joint ventures ......... - (1,398) (3,442) (726) (7,753) (5,302)
Gain on sale of assets .............coocoiiveinnns (15,814) - - - -
(Increase) decrease in current assets
Accounts receivable........ ..o (35,547) (37,248) (12,763) 10,107 44,821
Inventories... . (17,453) (2,957) (15,829) 4,828 6,463
Income taxes recelvable (6,931) (263) 8,292 (4,731) (2,385)
Prepayments and other .. 995 (5,250) (594) (4,186) (378)
Increase (decrease) in current lxabllmes
Accounts payable ... . 64,242 54,169 22,360 3,876 (42,688)
Accrued liabilities. .. .. 2,000 (4,382) (1,570) (4,630) 6,967
Income taxes payable.... . - (468) - (4,661) (1,516)
Tumnaround expenditures. (25,029) 172 (62) (13,931) (4,820)
Prepaid transportation..... - (25,000) (25,000) - -
Other, fet ........ooiiiiirieveceii e 2,308 1,743 1,529 (969) 8
Net cash provided by (used for) operatmg activities 70,736 27,323 (8,733) 42,301 106,770

Cash flows from investing activities ’
Additions to properties, plants and equipment. .. JETN (74,642) (47,701) (22,793) (35.313) (28,571)

Acquisition of Woods Cross refinery and retail stations. . (55,837) ©(2,500) (2,500) - -
Investments and advances to joint ventures.. . (3,328) (3,250) - (3,250) (5,874)
Purchase of additional interest in joint vcnture ‘et of cash.. (21,369) - - - -
Distributions from joint ventures.. 4918 11,024 524 11,650 5,693
Proceeds from the sale of marketable equ1ty secuntles - ’ - - 4,500 -
Proceeds from the sale of partial interest in ]omt venture. - 460 . 460 -
Cash distributions to minority interests.. (1,350) . - - .
Proceeds from sale of retail stations.. 8,462 - - - -
Proceeds from the sale of pipeline asses... 24,000 L - : - - -
Net cash used for investing activities................................. (119,146) (41,967) (24,769) (21,953) (28,732)

Cash flows from financing activities
Payment of long-term debt... e (8,572) (8,571) (8,571) (8,572) (13,738)

Increase in borrowings, net undcr revolvmg credlt agreement. 50,000 - - -
Debt issuance costs.. T (185) (635) (635) - (829)
Issuance of common stock upon exercise of opnons 369 1,821 968 1,993 4,386
Purchase oftreasury stock... (894) (3,652) (2,210) (1,602) -
Cash dividends. .. . (5,114) (6,686) (3,414) (6,377) (5,625)
Other... e 210 - - - -
Net cash provnded by (used for) fmnncmg actmtm e 35814 (17,723) (13.862) (14,558) (15,808)
Cash and cash equivalents
Increase (decrease) for the period.....................cccooo v, (12,576) (32,367) (47,364) 5,790 62,212
Beginning of period .................. v 24,266 56,633 71,630 65,840 3,628
End of period........... . 11690 § 24266 § 24266 S 71630 S 65,840

See accompanying notes.
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HOLLY CORPORATION
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Balance at July 31, 2000...
Netincone......
Dividends paid.

Other comprehensive loss...... ..

[ssuance of common stock upon
exercise of stock options...
Two'for-oncsmcksplit.”...

Balance at July 31,2001 ........................
Net incoine.......
Dividends paid.
Other comprehensive income.................
Issuance of common stock upon

exercise of stock options. ..

Purchase of treasury stock,.‘

lssuance of common stock upon
exercist: of stock options...
Purchase of treasury stock e

Batance at December 31, 2002..
Netincome........
Dividends ......

Other comprehensive income... ........... ocve e

Lssuance of common stock upon
exercisc of stock options............
Purchase of treasury stock....... ...

Balance at December 31,2003 .................

See accompanying notes.

Accumulated
Other
Comprehexuwe Total
Additi Treasury Stockholders’
Cngiw Earmn Stock Equity
—_ﬂ‘%ﬁousanais

87 ¢ 6,132 § 130,293 § 862 § (7,193) § 129,581
- . 73,450 - . 73,450
. - (5,625) - - (5,625)
. B - (1,187) - (1,187)
1 5,514 - - - 5,815

78 (78) - . - -
166 . § 11,568  § 198,118 § (325) $ (1,793) §$ 201,734
- . 32,029 - . 32,029
. . 6371 - - (6.377)
- - . 325 - 328
2 2,445 - - - 2,447
. . . - (1,602) (1,602)
168 § 14013 223,770 § S $ (9,395) $ 228,556
- - 5,403 - - ' 5,403
- - (3.414) - - (3.:414)
. - - (1,049) - (1,049)
- 1,208 S - - 1,208
. - - - (2,210) {2,210)
168 % 15,221 s 225,759 $ (1,049) 8 (11,605) § 228,454
- - . 46,083 - - 46,053
- . (6,821) . . (6,821)
. . - 1,179 - 1,179
1 597 - - - 598
. - - (894) (394)
169 § 15!818 $ 264!991 $ 130§ (12!499! $ 268!609
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Five Months
Ended
o Years Ended December 31, December 31, Fiscal Years Ended July 31,
i 2003 2002 (Unaudited) 2002 2002 2001
(In thousands}
Netincome... PO POPDITRPRIN. 46,053 - $ 18,825 $ 5,403 $ 32,029 % 73,450
Other comprehenswe income (Ioss)
Unrealized income on securities available for sale.................. - - - - 88
Reclassification adjustmem to net income on sale of
equity securities .. - - - (1,522) -
Other income (loss) on pensmn obhgatlon e e 1,362 . - (1,747) . (1,747) - -
Derivative instruments qualifying as cash ﬂow
hedging instruments
Change in fair value of derivative instruments .................... 373 6 47 (1,188) (2,669)
Reclassification adjustment into netincome ....................... 179 1,501 - 3,250 607
Total income (loss) on cash flow hedges ... e g 1914 _(240) (1,700) 540 (1,974)
Other comprehensive income (loss) before income taxes e 1,914 (240) (1,700) 540 (1,974)
Incometaxexpense(beneﬁt)...............“...........”......”.‘.4. 735 (81) (651) 215 (787)
Other comprehensive income (loss)... 1,179 (159) (1,049) 325 (1,187)
Total comprehensive income...................cccocecei i, § 47232 § 18666 $ 4354 8% 32,354 72,263

See accompanying notes.
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NOTE |: Description of Business and Summary of Significant Accounting Policies

Description of Business: Holly Corporation, and its consolidated subsidiaries, herein referred to as the "Company*
unless the context otherwise indicates, is principally an independent petroleum refiner, which produces high value
light products such as gasoline, diesel fuel and jet fuel. Navajo Refining Company, L.P., ("Navajo"), one of the
Company's wholly-owned subsidiaries, owns a petroleum refinery in Artesia, New Mexico, which Navajo operates
in conjunction with crude, vacuum distillation and other facilities situated 65 miles away in Lovington, New Mexico
(collectively, the "Navajo Refinery"). The Navajo Refinery has a crude capacity of 75,000 barrels-per-day ("BPD"),
can process a variety of sour (high sulfur) crude oils and serves markets in the southwestern United States and
northern Mexico. Prior to an expansion completed at the end of 2003, the Navajo facility had a crude capacity of
60,000 3PD. In June, 2003, the Company completed the acquisition of the Woods Cross refining facility from
ConocoPhillips. The Woods Cross refinery (“Woods Cross Refinery”), located just north of Salt Lake City, has a
crude capacity of 25,000 BPD and is operated by Holly Refining & Marketing Company, one of the Company’s
wholly-owned subsidiaries. This facility is a high conversion refinery that primarily processes sweet (lower sulfur)
crude oil. The Company also.owns Montana Refining Company, a Partnership ("MRC"), which owns a 7,000 BPD
petroleum refinery in Great Falls, Montana ("Montana Refinery"), which can process a variety of sour crude oils and
which primarily serves markets in Montana. In conjunction with the refining and pipeline operations, the Company
owns or leases approximately 2,000 miles .of pipelines. - The Company owns and operates nine refined product
terminals in Artesia, Moriarty, Bloomfield and Lovington, New Mexico, El Paso, Texas, Woods Cross, Utah,
Spokane, Washington, Great Falls, Montana, and in Mountain Home, Idaho and owns interest in four product
storage facilities in Albuquerque, New Mexico, Tucson, Arizona, Burley and Boise, Idaho. In recent years, the
Company has made an effort to develop and expand a pipeline transportation business generating revenues from
unaffiliated parties. The pipeline transportation operations include approximately 500 miles of the 2,000 miles of
pipeline that the Company owns and operates. Additionally, the Company has a 70% interest (25% interest prior to
June 30, 2003) in Rio Grande Pipeline Company, which provides transportation of liquid petroleum gases (“LPG”)
to northern Mexico, and a 49% interest (50% prior to January 1, 2002) in NK Asphalt Partners, which manufactures
and markets asphalt and asphalt products in Arizona and New Mexico. The Company also conducts a small-scale
oil and ;gas exploration and productlon program and has a small mvestment in a joint venture that operates retail
gasoline stations and convenience stores in Montana.

Change in Year-End: On July 30, 2003, the Company changed its fiscal year from a July 31 fiscal year-end to a
December 31 year-end. A transition report on Form 10-Q was filed for the period August 1, 2002 to December 31,

2002. For comparative purposes, an unaudited income statement, statement of cash flows and other comprehensive
income has been included for the year ended December 31, 2002. "The reported numbers for the year ended
December 31, 2002, which have not been audited, are derived from the books and records of the Company and in
the opinion of management reflect all adjustments necessary to present the financial position and results of
operations in accordance with generally accepted accounting principles.

Principles of Consolidation: The consolidated financial statements include the accounts of the Company and its
subsidiary corporations, partnerships, limited liability companies, and joint ventures where it has ownership of more
than 50%. All significant intercompany fransactions and balances have been eliminated. The accounts of Rio
Grande Pipeline Company were consolidated as of June 30, 2003.

Use of Estimates: The preparation of financial statements in accordance with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

Reclassifications: Certain reclassifications have been made for prior periods to conform to the classifications used
in 2003. :

Cash Equivalents: For purposes of the statement of cash flows, the Company considers all highly liquid
investments with a maturity of three months or less at the time of purchase to be cash equivalents.

Accounts Receivable: The majority of the accounts receivable are due from companies in the petroleum industry.
Credit is extended based on evaluation of the customer’s financial condition and in certain circumstances, collateral,
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such as letters of credit or guarantees, is required. Credit losses are charged to income when accounts are deemed
uncollectible and consistently have been minimal.

Inventories: Inventories are stated at the lower of cost, using the last-in, first-out ("LIFO") method for crude oil and
refined products and the average cost method for materials and supplies, or market.

Long-lived assets: The Company calculates depreciation and amortization based on estimated usefu} lives and
salvage values of its assets, The Company evaluates long-lived assets for potential impairment by identifying
whether indicators of impairment exist and, if so, assessing whether the long-lived assets are recoverable from
estimated future undiscounted cash flows. The actual amount of impairment loss, if any, to be recorded is equal to
the amount by which a long-lived asset’s carrying value exceeds its fair value. No impairments of long-lived assets
were recorded during 2003, the five months ended December 31, 2002, or the fiscal years ended July 31, 2002 and
2001,

Investments in Joint Ventures: The Company accounts for investments in and earnings from joint ventures, where
it has ownership of 50% or less, using the equity method.

Investments in Equity Securities: Investments in equity securities are classified as available-for-sale and are
reported at fair value with unrealized gains or losses, net of tax, recorded as other comprehensive income,

Prepaid Transportation Costs: As a result of the Company's settlement of litigation with Longhorn Partners, the
Company in November 2002 prepaid $25,000,000 to Longhorn Partners for the shipment of 7,000 BPD of refined
products from the Gulf Coast to El Paso in a period of up to 6 years from the date the Longhorn Pipeline begins
operations if such operations begin by July 1, 2004. Under the agreement, the prepayment would cover shipments of
7,000 BPD by the Company for approximately 4 1/2 years assuming there were no curtailments of service once
operations began. The Company plans to make use of the prepaid transportation services to ship purchased refined
products on the Longhorn Pipeline and will amortize the prepaid costs as refined products are shipped. Under the
terms of the November 2002 settlement agreement that terminated litigation between the Company and Longhorn
Partners, the Company would have an unsecured claim for repayment with interest of the Company's $25,000,000
prepayment to Longhom Partners for transportation services in the event the Longhorn Pipeline did not begin
‘operations by July 1, 2004 or announced that it would not begin operations by that date. At the date of this report, it
is not possible to predict whether and, if so, under what conditions, the Longhorn Pipeline will ultimately be
operated, nor is it possible to predict the overail impact on the Company if the Longhorn Pipeline does not
ultimately begin operations or begins operations at different possible future dates. If it becomes probable that the
Longhorn Pipeline will not become operational or if there is indication of impairment in the value of the prepaid
transportation costs, the Company would record an impairment loss equal to the amount by which the carrying value
exceeds the fair value.

Revenue Recognition: Refined product sales and related cost of sales are recognized when products are shipped
and title has passed to customers. Pipeline transportation revenues are recognized as products are shipped through
Company operated pipelines. Crude oil buy/sell exchanges are customarily used in association with operation of the
pipelines, with only the net differential of such transactions reflected as revenues. Additional pipeline transportation
revenues result from the lease of an interest in the capacity of a Company operated pipeline. All revenues are
reported inclusive of shipping and handling costs billed and exclusive of excise taxes. Shipping and handling costs
incurred are reported in cost of goods sold.

Depreciation: Depreciation is provided by the straight-line method over the estimated useful lives of the assets,
primarily 10 to 16 years for refining and pipeline terminal facilities, 23 to 33 years for certain regulated pipelines
and 3 to 10 years for corporate and other assets.

Cost Classifications: Costs of products sold include the cost of crude oil, other feedstocks, blendstocks and
purchased finished products, inclusive of transportation costs. Crude oil buy/sell exchanges are often utilized in
getting the desired crude oil to the refineries. In addition, the Company purchases crude oil from producers and
other petroleum companies in excess of the needs of its refineries for resale to other purchasers or users of crude oil.
The net differential gain/loss on these crude oil transactions is recorded in cost of products sold. Operating expenses
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include direct costs of labor, maintenance materials and services, utilities, and other direct operating costs. Selling,

general and administrative expenses include compensation, marketing expense, professional services and other
support costs.

Deferred! Maintenance Costs: The Company’s refinery units require regular major maintenance and repairs which
are commonly referred to as “turnarounds”. Catalysts used in certain refinery processes also require regular
“change-outs”. The required frequency of the maintenance varies by unit and by catalyst, but generally is every two
to five years. Turnaround costs are deferred and amortized over the period until the next scheduled tumaround
Other repairs and maintenance costs are expensed when incurred.

Environmental Costs: Environmental costs are expensed if they relate to an existing condition caused by past
operations and do not contribute to current or future revenue generation. Liabilities are recorded when site
restoration and environmental remediation and cleanup obligations are either known or considered probable and can
be reasonably estimated. Recoveries of environmental costs through insurance, indemnification arrangements or
other sources are included in other assets to the extent such recoveries are considered probable.

Contingencies: The Company is subject to proceedings, lawsuits and other claims related to environmental, labor,
product and other matters. The Company is required to assess the likelihood of any adverse judgments or outcomes
to these imatters as well as potential ranges of probable losses, A determination of the amount of reserves required,
if any, for these contingencies is made after careful analysis of each individual issue. The required reserves may
change in the future due to new developments in each matter or changes in approach such as a change in settlement
strategy in dealing with these matters.

Oil and Gas Exploration and Development: The Company accounts for the acquisition, exploration, development
and production costs-of its oil and gas activities using the successful efforts method of accounting. Lease acquisition
costs are capitalized; undeveloped leases are written down when determined to be impaired and written off upon
expiration or surrender. Geological and geophysical costs and delay rentals are expensed as incurred. Exploratory
well costs are initially capitalized, but if the effort is unsuccessful, the costs are charged against earnings.
Developiment costs, whether or not successful, are capitalized. Productive properties are stated at the lower of
amortized cost or estimated realizable value of underlying proved oil and gas reserves. Depreciation, depletion and
amortization of such properties is computed by the units-of-production method. At December 31, 2003, the
Company did not own a material amount of proven reserves.

Stock-Bused Compensation: Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for
Stock-Beased Compensation” encourages companies to adopt a fair value approach to valuing stock options that
would require compensation cost 10 be recognized based on the fair value of stock options granted. The Company
has electzd, as permitted by the standard, to continue to follow its intrinsic value based method of accounting for
stock options consistent with Accounting Principles Board (“APB™) Opinion No. 25, “Accounting for Stock issued
to Emplcyees.” Under the intrinsic value method, compensation cost for stock options is measured as the excess, if
any, of the quoted market price of the Company’s stock at the measurement date over the exercise price. The
Company has adopted the disclosure-only provision of SFAS No. 123, as amended by SFAS No. 148, “Accounting
for Stock-Based Compensation-Transition and Disclosure.”

Income Taxes: Provisions for income taxes include deferred taxes resulting from temporary differences in income
for financial and tax purposes, using the liability method of accounting for income taxes. The liability method
requires the effect of tax rate changes on current and accumulated deferred income taxes to be reflected in the period
in which the rate change was enacted. The liability method also requires that deferred tax assets be reduced by a
valuation allowance unless it is more likely than not that the assets will be realized.

Derivative Instruments: Effective as of August 1, 2000, the Company adopted SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities," as amended. This Statement established accounting and reporting
standards. for derivative instruments and for hedging activities. It requires that all derivative instruments be
recognized as either assets or liabilities in the balance sheet and be measured at their fair value. The Statement
requires that changes in the derivative instrument's fair value be recognized currently in earnings unless specific
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hedge accounting criteria are met. See Note 14 for additional information on derivative instruments and hedging
activities.

New Accounting Pronouncements:

In June 2001, the Financial Accounting Standards Board (“FASB™) issued Statement of Financial Accounting
Standard (“SFAS”) No. 142 “Goodwill and Other Intangible Assets” which changes how goodwill and other
intangible assets are accounted for subsequent to their initial recognition. SFAS No. 142 was effective for fiscal
years beginning after December 15, 2001. The Company adopted the standard effective August 1, 2002 and there
was no effect on its financial condition, results of operations, or cash flows.

In June 2001, FASB issued SFAS No. 143 “Accounting for Asset Retirement Obligations” which requires that the
fair value for an asset retirement obligation be capitalized as part of the carrying amount of the long-lived asset if a
reasonable estimate of fair value can be made. SFAS No. 143 was effective for fiscal years beginning after June 15,
2002. The Company adopted the standard effective August 1, 2002 and there was no material effect on the
Company’s financial condition, results of operations, or cash flows.

In August 2001, FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets.”
This statement supersedes SFAS No. 121 “Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed Of”, but carries over the key guidance from SFAS No. 121 in establishing the
framework for the recognition and measurement of long-lived assets to be disposed of by sale and addresses
significant implementation issues. SFAS No. 144 was effective for fiscal years beginning after December 15, 2001.
The Company adopted the standard effective August 1, 2002 and there was no effect on its financial condition,
results of operations, or cash flows.

In June 2002, FASB issued SFAS No. 146 “Accounting for Certain Costs Associated with Exit or Disposal
Activities” which nullifies Emerging Issues Task Force (“EITF”) 94-3 and requires that a liability for a cost
associated with an exit or disposal activity be recognized when the liability is incurred and establishes fair value as
the objective for initial measurement of liabilities. This differs from EITF 94-3 which stated that liabilities for exit
costs were to be recognized as of the date of an entity’s commitment to an exit plan. SFAS No. 146 was effective
for exit or disposal activities that are initiated after December 31, 2002. The Company adopted the standard on
January 1, 2003, and there was no effect on its financial condition, results of operations, or cash flows.

In December 2002, FASB issued SFAS No. 148 “Accounting for Stock-Based Compensation—Transition and
Disclosure,” an amendment of SFAS No. 123. This statement provides alternative methods of transition to SFAS
No. 123’s fair value method of accounting for stock-based employee compensation. In addition, this statement
amends the disclosure requirements of SFAS No. 123 to require disclosures in both annual and interim financial
statements about the method of accounting for stock-based employee compensation and the effect of the method
used on reported results. SFAS No. 148’s amendment of the disclosure requirements was effective for interim
periods beginning after December 15, 2002. SFAS No. 148’s amendment of the transition and annual disclosure
requirements of SFAS 123 was effective for fiscal years ending after December 15, 2002. See Note 3 to the
Consolidated Financial Statements for effect of this standard on the Company’s financial condition, results of
operations, and cash flows.

In January 2003, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirement for
Guarantees, including Indirect Guarantees of Indebtedness of Others” (“FIN 45”). FIN 45 requires an entity to
recognize a liability for the obligations it has undertaken in issuing a guarantee. This liability would be recorded at
the inception of a guarantee and would be measured at fair value. Certain guarantees are excluded from the
measurement and disclosure provisions while certain other guarantees are excluded from the measurement
provisions of the interpretation. The Company adopted the standard on January 1, 2003 and there was no material
effect on its financial condition, results of operations, or cash flows.

In January 2003 (revised December 2003), the FASB issued Interpretation No. 46, “Consolidation of Variable
Interest Entities” (“FIN 46”). FIN 46 requires an entity to consolidate a variable interest entity if it is designated as
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the primary beneficiary of that entity and if the entity does not have a majority of voting interests. A variable
interest entity is generally defined as an entity where its equity is unable to finance its activities or where the owners
of the entity lack the risk and rewards of ownership. The provisions of FIN 46 apply at inception for any entity
created after January 31, 2003. For an entity created before February 1, 2003, the provisions of this interpretation
must be applied at the beginning of the first interim period beginning after June 15, 2003, The Company is not the
primary beneficiary of any variable interest entities, and accordingly, the adoption of FIN 46 by the Company on
December 31, 2003 had no effect on the Company's financial condition, results of operations, or cash flows.

In May 2003, the FASB issued SFAS No. 150 “Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity.” This statement establishes standards for how an issuer classifies and measures certain
financial instruments with characteristics of both liabilities and equity. This statement will result in a more complete
depiction of an entity’s liabilities and equity and will thereby assist investors and creditors in assessing the amount,
timing, aad likelihood of potential future cash outflows and equity share issuances. This statement is effective for
financial instruments entered into or modified after May 31, 2003 and otherwise is effective at the beginning of the
first interim period beginning after June 15, 2003. It is to be implemented by reporting the cumulative effect of a
change ir an accounting principle for financial instruments created before the issuance date of the statement and still
existing ¢t the beginning of the interim period of adoption. Restatement is not permitted. The Company adopted the
standard on July 1, 2003, and there was no effect on its financial condition, results of operations, or cash flows.

In December 2003, the FASB issued SFAS No. 132 (revised), “Employers’ Disclosures about Pensions and Other
Postretirement Benefits.” These revisions require additional disclosures in annual reports concerning the assets,
obligations, cash flows and net periodic benefit cost of defined benefit pension plans and other defined benefit
postretirement plans. Additionally, the statement now requires interim period disclosures regarding net periodic
pension cost and employer contributions. The statement is effective for fiscal years ending after December 15, 2003.
The Company adopted the standard on December 31, 2003.

The American Institute of Certified Public Accountants has issued an Exposure Draft for a Proposed Statement of
- Position, “Accounting for Certain Costs and Activities Related to Property, Plant and Equipment,” which would
require major maintenance activities to be expensed as costs are incurred. As of December 31, 2003, the Company
had approximately $24.7 million of deferred maintenance costs, all relating to refinery turnarounds in prior periods,
which are being amortized over various benefit periods. The current monthly amortization is $737,000. If this
proposed Statement of Position had been adopted in its current form, as of December 31, 2003, the Company would
have been required to expense $24.7 millicn of deferred maintenance costs and would be requxred to expense all
future turnaround costs as incurred.
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NOTE 2: Earnings Per Share

Basic income per share is calculated as net income divided by average number of shares of common stock
outstanding. Diluted income per share assumes, when dilutive, issuance of the net incremental shares from stock
options. Income per share amounts reflect the two-for-one stock split in July 2001. The following is a
reconciliation of the numerators and denominators of the basic and diluted per share computations for income:

Five Months
Year Ended Ended
December 31, December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
-(In thousands, except per share data)
NEtINCOME.......oivevicir vt B 46,053 § 5403 § 32029 % 73,450
Average number of shares of commoh stock outstanding....... 15,505 15,516 15,560 15,187
Effect of dilutive Stock Options.............coeoioovvrieerennenans 511 ‘ 386 411 200
Average number of shares of common stock
outstanding assuming dilution...............cc e 16,016 15,902 15971 15,387
Income per-share - basiC..............cccoovieviiee i 8§ 297 § 035 § 206 § 4.84
Income per share - difuted.............o.ococo i $ 288 § 034 % 201§ 4.77

NOTE 3: Stock-Based Compensation

The Company has compensation plans under which certain officers and employees have been granted stock options.
All the options have been granted at prices equal to the market value of the shares at the time of the grant and
normally expire on the tenth anniversary of the grant date. The Company's stock-based compensation is measured in
accordance with the provisions of Accounting Principles Board Opinion No. 25 (APB 25), "Accounting for Stock
Issued to Employees" and related interpretations. Accordingly, no compensation expense is recognized for fixed
option plans because the exercise prices of employee stock options equal or exceed the market prices of the
underlying stock on the dates of grant.

As required by SFAS No. 123, the Company has determined pro-forma information as if it had accounted for stock
options granted under the fair value method of SFAS No. 123. The weighted-average fair value of options granted
was $4.25 per share in fiscal 2002 and $3.17 per share in fiscal 2001. There have been no options granted since July
2002. The Black-Scholes option pricing model was used to estimate the fair value of options at the respective grant
date with the following weighted-average assumptions:

Fiscal Years Ended July 31,

2002 2001
Risk-free interest rates .........coocovvvriiinveriniiinniiinninn, 4.8% 4.9%
Dividend yield ..o 3.0% 3.0%
Expected common stock market price voliatility factor ..... 49.6% 32.0%
Weighted-average expected life of options ................... 6 years 6 years
-58-




HOLLY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The pro-forma effect of these options on net income and basic and diluted income per share is as follows:

Five Months
Year Ended Ended
December 31, December 31, Fiscal Years Ended July 31,
2003 -2002 2002 2001
(In thousands, except per share data)

Net income, as reported... .........c.ooviiiivene i $ 46,053 §$ 5,‘403 s 32,029 §$ 73,450
Deduct: Tcdal stock-based employee compensation : .

expense determined under the fair value method i

for all awards, net of related tax effects 453 189 465 591
Pro forma 7et income ’ 45,600 5,214 © 31,564 72,859
Net incoms: per share - basic

Asreportad.........oooiinii . $ 297§ 035 § 206 § 4.84

Pro fOMmit......vivie e et e e B 294 § 034 § 203 % 4.80
Net income per share - diluted . .

ASTEPOMEd... ..o oo 8 288 §% 034 § 201 % 477

PO fOMMUL... ...coiiir et it e et e e v e eee B 285 % 033 $ 198 § 474
NOTE 4: Accounts Receivable

December 31, July 31,
2003 2002 2002
(In thousands)

Product and transportation.................coeeuees e eerrerans $ 68,662 $ 51,141 $ 46,929

Crude 05l 1e5aleS. .. .viviviiieniiiri e 115,671 97,017 88,466

3 184,333 § 148,158 § 135,395

Crude oil resales accounts receivable generally represent the sell side of reciprocal crude oil buy/sell exchange
arrangenients, with an approximate like amount reflected in accounts payable. The net differential of these crude oil
buy/sell exchanges involved in supplying crude oil to the refineries is reflected in cost of sales and results
principally from crude oil type and location differences. The net differential of crude oil buy/sell exchanges
involved in pipeline transportation is reflected in revenue since the exchanges were entered into as a means of
compensation for pipeline services.
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NOTE §: Inventories

December 31, July 31,
2003 2002 2002
(In thousands)
Crude oil..vvverier e, v et et $ 34,545 § 14,636 § 5,431
Other raw materials and unfinished products .................. 14,006 4,684 5,706
Finished products @.........c.cccooveieeiieiceiece e, 52,098 31,488 23,983
Process chemicals @..............ccocoveviinniinieiiieenn, 4842 4114 3,986
Repairs and maintenance supplies and other...................... - 6,856 6,215 6,202
o $ 112347 $ 61,137  $ 45,308

(1)  Other raw materials and unfinished products include feedstocks and blendstocks, other than crude. The
carrying value includes the cost of the raw materials and transportation.

(2) Finished products include gasolines, jet fuels, diesels, asphalts, LPGs and residual fuels. The inventory
carrying value includes the cost of raw materials including transportation and direct production costs.

(3)  Process chemicals include catalysts, additives and other chemicals. The inventory carrying value includes the
cost of the purchased chemicals and related freight.

The excess of current cost over the LIFO value of inventory was $39,894,000 at December 31, 2003, $35,307,000 at
December 31, 2002 and $30,148,000 at July 31, 2002. The Company recognized $2,253,000 in income in the fiscal
year ended July 31, 2002 resulting from liquidations of certain LIFO inventory quantities that were carried at lower
costs as compared to current costs in 2002,

NOTE 6: Properties, Plants and Equipment

December 31, July 31,
2003 2002 2002
(In thousands)

Land, buildings and improvements..............ccoeeveveunernnen, $ - 19,501 $ 15191 § 15,082
Refining facilities. ..........coccoiiiniiniiiniiinn i, 335,483 211,354 210,806
Pipelines and terminals..............cccovverererrveesrnrerieensen, 137,785 121,215 | 119,581
Transportation vehicles..............ccccoeeeiiinnnnnnnniinnn, 18,846 17,160 16,595
Oil and gas exploration and development...........c..coovvnen, 5,084 15,324 14,729
Other fiXed aSSE1S.....vivviviieiririrerieeirrirrrireereriinsenn. 15,219 11,005 9,244
Construction iN PrOIeSS. ... ....vveeririrrrerieeiinrernieriiriaren 3,997 43,043 24,950

535,915 434,292 410,987
Accumulated depreciation, depletion and amortization......... (231,671) (220,142) {211,526)

3 304244 § 214,150 % 199,461

During the year ended December 31, 2003, five months ended December 31, 2002, and year ended July 31, 2002,
the Company capitalized $1,247,000, $711,000 and $1,138,000 respectively of interest related to major construction
projects. ‘

NOTE 7: Investments in Joint Ventures
In fiscal 1996, the Company entered into a joint venture, the Rio Grande Pipeline Company, to transport liquid

petroleum gas to Mexico. The Company has a 70% interest in the joint venture, with the purchase effective June 30,
2003 of an additional 45% interest for $28.7 million. Prior to the 45% acquisition, the Company accounted for the
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earnings of the joint venture using the equity method. Effective with this purchase the Company consolidates the
results of the Rio Grande Pipeline Company and reflects a minority interest in ownership and earnings. The
acquisition is shown in the statement of cash flows net of the $7.3 million of cash owned by the Rio Grande Pipeline
Company at the time of the Company’s acquisition of the additional partnership interest. In addition to cash, at June
30, 2003, the Rio Grande Pipeline Company owned current assets of $.6 million, net property, plant and equipment
of $34.9 million, other net assets of $7.8 million, and current liabilities of $.4 million.

In fiscal 1998, the Company invested in a joint venture (a limited liability company) to operate retail service stations
and convenience stores in Montana. The Company has a 49% interest in the joint venture and accounts for earnings

using the equity method. The Company has reserved approximately $800,000 related to the collectability of
advances of $1,590,000 associated with this joint venture,

In fiscal 22000, the Company entered into a joint venture, NK Asphalt Partners, to manufacture and market asphalt
products from various terminals in Arizona and New Mexico. The Company currently has a 49% interest in the
joint venture and accounts for earnings using the equity method. In fiscal 2000, the Company contributed cash of
$2,182,000, inventories with a net book value of $928,000 and properties with a net book value of $4,311,000 for a
50% ownership interest in the joint venture, Effective January 2002, the Company sold 1% of its 50% equity interest
to the other joint venture partner. The Company is required to make additional contributions to the joint venture of
up to $3,250,000 for each of the next seven years contingent on the earnings level of the joint venture.

The Company’s Navajo Refinery sells at market prices all of its produced asphalt to the NK Asphalt Partners joint
venture. Sales to the joint venture during the year ended December 31, 2003, five months ended December 31,
2002, and years ended July 31, 2002 and July 31, 2001, were $31.0 million, $11.1 million, $22.6 million and $25.3
million, respectively.

NK Asphalt Partners Joint Venture (Unaudited):

Five Months Fiscal
Year Ended Ended Year Ended
: December 31, December 31, July 31,
2003 2002 2002
(In thousands)

CUTTENT ASS2L8. .. .ov i inet et ee it ver et e eneemr oo cerincaens 3 15,381 $ 22,050 % 24,631
Other assets..........o.ooveieeininn.., P 12,738 13,095 13,263
Total oo e $ 28,119 $ 35,145 $ 37,894
Curtent Habilities. .. ..........coovevreoeoe e eee e ie e $ 4614 S 6,048 8,878
Long-term liabilities..................cccocovnn. e 23 35 51
Equity.....cooooieiiinn, PPN 23,482 29,062 28,965
Total oo PR $ 28,119 § 35,145 % 37,894
Sales (net)....ooooviieiiiieiceiie e e, $ 84834 % 33,713 § 86,596
GIOSS PROTI. ... oo $ 14,184 $ 4667 S 22,918
Income fromoperations...............coocoi i $ 2,603 § 824 § 13,217
Net income before taxes..................... e e $ 1,170 § 97 $ 13,425

-61-




HOLLY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 8: Other Assets

December 31, July 31,
2003 2002 2002
(In thousands)
Prepaid transportation COSS........vvvvervreeernnnurnirecriinnnn $ 25,000 $ 25000 § -
Turnaround costs (long-term portion).............coeeriiennniin, 18,909 2,205 7,004
Intangibles and other...........coovvviiviiiiinn i, 10,483 - 4,136 1,265
$ 54392 § 31,341 § 8,269

NOTE 9: Environmental Costs

Consistent with the Company’s accounting policy for environmental remediation and cleanup costs, the Company
expensed $3,892,000 in 2003 for environmental remediation and cleanup obligations. The accrued liability reflected
in the consolidated balance sheet was $4,016,000 at December 31, 2003, of which $2,239,000 was classified as other
long-term liabilities. Costs of future expenditures for environmental remediation are not discounted to their present
value. In the previous periods reported, the Company’s remediation and cleanup obligations expensed was not
significant.

NOTE 10: Debt

December 31, -~ July 31,
2003 2002 2002
(In thousands)
Senior Notes
SEIIES €ttt et e et e e e $ 11,142  § 16,714  § 22,285
SeriES Dt i e e e 6,000 9,000 12,000
17,142 25,714 34285
Current maturities of long-tern debt............coooiiiniiinns (8,571) (8,571 (8,571)
$ 8,571 $ 17,143 $ 25,714

Senior Notes: In November 1995, the Company completed the funding from a group of insurance companies of a
new private placement of Seniar Notes in the amount of $39 million and the extension of $21 million of previously
outstanding Senior Notes. The $39 million Series C Notes have a 10-year life, require equal annual principal
payments beginning December 15, 1999, and bear interest at 7.62%. The $21 million Series D Notes, have a 10-
year life, require equal annual principal payments beginning December 15, 1999, and bear interest at an initial rate
of 10.16%, with reductions to 7.82% for the periods subsequent to June 15, 2001. The Senior Notes are unsecured
and the note agreements impose certain restrictive covenants, including limitations on liens, additional indebtedness,
sales of assets, investments, business combinations and dividends, which collectively are less restrictive than the
terms of the bank Credit Agreement. The Company was in compliance with all covenants at December 31, 2003.

Credit Agreement: In April 2000, the Company and its subsidiaries entered into a credit agreement (“Credit
Agreement”) with a group of banks. In May 2003, the Credit Agreement was amended and increased the
commitment from $75 million to $100 million. The Company now has access to $100 million of commitments that
can be used for revolving credit loans and letters of credit. Previously the Company had access to $75 million of
commitments, of which only $37.5 million could be used for revolving credit loans. Interest on borrowings is based
upon, at the Company's option, (i) the higher of the agent bank’s prime rate plus a margin ranging from .25% to 1%
or the Federal funds rate plus .50% per annum; or (ii) the London interbank offered rate (“LIBOR”) plus a margin
ranging from 1.25% to 2.5%. A fee ranging from 1.25% to 2.5% per annum is payable on the outstanding balance
of all letters of credit and a commitment fee ranging from .30% to .50% per annum is payable on the unused portion
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of the facility. Such interest rate margins and fees are determined based on a quarterly calculation of the ratio of
cash flow to debt of the Company. The borrowing base, which secures the facility, consists of accounts receivable
and inventory, and at the option of the Company, cash and cash equivalents. The Credit Agreement imposes certain
requirements, including: (i) a prohibition of other indebtedness in excess of $5 million with exceptions for, among
other things, indebtedness under the Company's Senior Notes; (ii) maintenance of certain levels of net worth,
working capital and a cash-flow-to-debt ratio; (iii) limitations on investments, capital expenditures and dividends;
and (iv) a prohibition on changes in control. The Company was in compliance with all covenants at December 31,
2003.

At December 31, 2003, the Company had outstanding letters of credit totaling $4,180,000, and $50,000,000 in
borrowings outstanding. At that level of usage, the unused commitment under the current Credit Agreement would
be $45,820,000.

The average and maximum amounts outsianding and the effective average interest rate for borrowings under the
Company's Credit Agreement during the year ended December 31, 2003 were as follows:

Year Ended
December 31,
2003
Average amount outstanding.................... e $ 15,879
Maximum balance..........coconviinnii $ . 65000
Effective average interestrate.............cooeiinvieiinnninn, 2.7%

There were no bonoWings outstanding under the Credit Agreement during the five months ended December 31,
2002 or in each of the fiscal years ended July 31, 2002 and 2001.

The Senior Notes and Credit Agreement restrict investments and distributions, including dividends. Under the most
restrictive of these covenants, under the Credit Agreement, the Company is subject to a maximum of $10 million per
year for the payment of dividends.

Long-term debt outstanding as of December 31, 2003 matures $8,571,000 in 2004 and $8,571,000 in 2005.

The Corapany made cash interest péyments of $2,733,000 in 2003, $1,738,000 in the five months ended December
31, 2002, $3,765,501 in fiscal 2002, and $5,552,000 in fiscal 2001,

Based on the borrowing rates that the Company believes would be available for replacement loans with similar
terms ard maturities of the debt of the Company now outstanding, the Company estimates the fair value of long-
term debt including current maturities to be approximately equal to the amount currently on the balance sheet of
$17.1 million at December 31, 2003.

-63-




HOLLY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 11: Income Taxes
The provision for income taxes is comprised of the following:

" Five Months

Year Ended . Ended
December 31, December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
(In thousands)
Current
Federal .........ccovs e v s e et e v e e e e e e B 6720 §% 4266 § 12,317 § 36,337
SHALE ..ottt e e et e e e e e e e e 1,289 347 2,216 8,240
Deferred
Federal ... ... i e e 17,433 (1,187) 4,072 3,184
SHALE 0.0t tie i e et et e e e e et e e 2,864 (312) . 262 684
3 28,306 § 3,114 § 18,867 § 48,445

The statutory federal income tax rate applied to pre-tax book income reconciles to income tax expense as follows:

Five Months
Year Ended Ended
December 31, December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
(In thousands)
Tax computed at StALULOTY FAtE .....evvvverrieeeeerrereiiieanensnens $ 26026 § 2,981 § 17814 § 42,663
State income taxes, net of federal tax benefit .................... 2,658 32 1,985 5,942
(07111 OO R RO TP URTPPOPPTIOt (378) (199) (932) ~(160)
$ 28,306 $ 3,114 § 18,867 $ 48,445

Prior to the acquisition of MRC by the Company, operations of the corporation that was the sole limited partner of
MRC resulted in unused net operating loss carryforwards of approximately $9,000,000, which are expected to be
available to the Company to a limited extent each year through 2006. As of December 31, 2003, approximately
$1,400,000 of these net operating loss carryforwards remain available to offset future income. In fiscal 2002, the
Company recognized a benefit of approximately $455,000 associated with these net operating loss carryforwards.
For financial reporting purposes, the unrecognized portion of the benefit of these net operating loss carryforwards is
being offset against contingent future payments of up to $95,000 per year through 2005 relating to the acquisition of
such corporation,
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amount used for income tax purposes. The Company's
deferred income tax assets and liabilities as of December 31, 2003 and 2002, and July 31, 2002 are as follows:

December 31, 2003
Assets Liabilities Total
(In thousands)
Deferred taxes
Accrued employee benefits ...........ocovevniininiiiiiinnnen, $ 1,830 § - $ 1,830
Accrued postretirement benefits ... 2,279 - 2,279
Accrued environmental COSES .........ovivivirrrrnieniiiiiiiiiniin, 1,549 - 1,549
Inventory valuation reserve ............coocooieiiviiiniinncinee, 629 - 629
Deferred turnaround COStS ......oveverniriieniiiiiiiiic, - (3,026) (3,026)
Pipeline i€8se .......cocovviiiiiiiiii 527 - 527
Prepayments and other ........oooceviiiiiciiii, 197 (1,651 (1,454)
TOtal CUITENL ... e e e et reaa s 7.011 4,677) 2,334
Properties, plants and equipment (due primarily to
tax in excess of book depreciation) ... - (43,338) (43,338)
Deferred turnaround oSS ......ovcvevrruiireinreirieinninienienen - (6,503) (6,503)
Investme:ts in joint VENIUIES .......coovveivvciniinniiniinnnnn, 29 957) (928)
Other...........co.o... e e 974 (536) 4338
Total NONCUITENT ....eivvii i, 1,003 (51,334) (50,331
TOtaL ..ot et e e $ 8014 § (56,011) $ (47,997)
December 31, 2002
Assets Liabilities Total
(In thousands)
Deferred taxes
Accrued employee benefits ...........coovviiiiiiiii h) 2335 § - b 2,335
Accrued postretirement benefits ...........oceniniinn, 2,283 - 2,283
Inventory valuation reserve ..........ovveviviniiiinininnn, 712 - 712
Deferred turnaround COSts ...........cocovveiiiininiiiiiiiinnn . - (3,488) -(3,488)
Pipeling [2a8€ ....00veeerenciiierii e 683 - 683
Prepayments and other ......o.ooviiviiiiinin 413 (1,649) (1,236)
TOtAl CUITENT tovve i viie et ie e iercee s cer e enern e 6,426 (5,137) 1,289
Properties, plants and equipment (due primarily to :
tax in excess of book depreciation) ...........c.oovveveniinnnen, ' - (27,869) (27,869)
Deferred murnaround Costs ........ooevveviiniiiniiiiiei e, - (759) (759)
Investmerits in joint VENtures .............oceevninnvininnnnn, 452 (626) (174)
OFREE it e et et e 1,025 477) 548
Total NONCIITENT .....coviiieitiiie i e 1,477 (29,731) (28,254)

TOAL .. cv oot $ 7503 § (34,868) § (26,965)
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July 31, 2002
Assets Liabilities Total
(In thousands)
Deferred taxes
Accrued employee benefits ...........ooooviiiiiiiiiiiiiiiininen. $ 2,016 $ (755) $ 1,261
Accrued postretirement benefits ..o 1,820 - 1,820
Inventory valuation reserve ............cooeiinniiin i, 712 - 712
Deferred turnaround COSES ...vvevviivrrrentriiineinerireieeiinnins - (2,828) (2,828)
Pipeling lease .........cc.oovviiiiiii i 746 - 746
Prepayments and other ............c.ccoceviviininiiniiiniininin, 550 (2,311) (1,761)
TOtal CUITENE ..\ ivivieniir e erieet e et e ve et renree et naninenras 5,844 (5,894) (50)
Properties, plants and equipment (due primarily to -
tax in excess of book depreciation) ...............cooiniinln - (25,563) (25,563)
Deferred turnaround COStS .....vvnviriieviiriiniieieecaeen, - (2,504) (2,504)
Investments in jOINt VENIULES .........ooevvvvrienvinieaeninnnn.. - (1,638) (1,638)
Other ....cocoeviiveiiieieeee PP PN 1,282 (642) 640
Total noncurrent .......c..c..veeeen. U 1,282 (30,347) (29,065)
Total o e $ 7,126 $ (36,241) § (29,115)

The Company made income tax payments of $15,043,000 in 2003, $3,959,000 in the f ive months ended December
31, 2002, $24,135,000 in fiscal 2002 and $48,356,000 in fiscal 2001.

NOTE 12: Stockholders’ Equity

Stock Option Plans: The Company has a long-term incentive compensation plan and a stock option plan under
which certain officers and employees have been granted stock options. All of the options have been granted at
prices equal to the market value of the shares at the time of grant and expire on the tenth anniversary of the grant
date. The options are subject to forfeiture with vesting for all options outstanding at July 31, 1999 of 20% at the
time of grant and 20% in each of the four years thereafter and vesting for all options granted subsequent to July 31,
1999 of 20% at the-end of each of the five years afier the grant date. At December 31, 2003, December 31, 2002
and July 31, 2002, 944,000 shares, respectively, of common stock were reserved for future grants under the current
long-term incentive compensation plan, which allows for awards of options, restricted stock, or other performance
awards.
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The following summarizes stock option transactions:

Weighted

Average

Exercise

Shares Price

Balance at July 31,2000 .........ocoocivviinniiiniiiiins 1,366,000 § 9.99
Granted .........ooovererinrr et ieer s eraara s 642,000 11.05
Forfeited .....o.oovviee et e e e e (6,000) 13.38
EXEICISEA . vvviiintirirr it e e cr e cr e s renes (379,000) 11.57
Balance at July 31,2001 ..o 1,623,000 10.02
Granted ..........oviieiiiriiie e e et an e 50,000 19.80
EXEICISEd .oov i e (179,300) 11.11
Balance at July 31,2002 .........oovviiii 1,493,700 10.22
EXErcised ..oovniniiniieiiieii e . (87,300) 11.09
Balance at December 31,2002 ...........ccccovviinnnnnn. 1,406,400 10.17
EXErcised ..o.oovvvieieiiiinnininieini e e (39,200) 9.41
Balance at December 31,2003 .......cccovvvivnniiniinnnnnns 1,367,200 $ 10.19
Options exercisable at December 31, 2003................. 822,200 $ 9.84
Options exercisable at December 31, 2002................. 604,000 $ 10.16
Options exercisable at July 31, 2002................cc...... 513,700 $ 11.12
Options exercisable at July 31,2001................c....... 315000 $ 11.96

The following summarizes information about stock options outstanding at December 31, 2003:

Weighted

Average Weighted Weighted

Remaining Average Average

Number Contractual Exercise Number Exercise

Range of Exercise Price Outstanding Life (Yrs) Price Exercisable Price

8506 - $8.62 ..ot e 633,400 596 $ 7.12 427000 § 7.1
S1L90- 81338 oot e 687,800 6.22 12.37 379,200 12.76
B1980.. 46,000 7.99 19.80 16,000 19.80
$5.06-819.80 ..ot e 1,367,200 _ 616 § 10.19 822200 § 9.84

Common Stock Repurchases: On October 30, 2001, the Company announced plans to repurchase up to $20
million of’ the Company’s common stock. Such repurchases have been made from time to time in open market
purchases or privately negotiated transactions, subject to price and availability. The repurchases have been financed
with available corporate funds. During the year ended December 31, 2003, the Company repurchased 43,000 shares
at a cost of approximately $894,000 or an average of $20.79 per share. From inception of the plan through
December 31, 2003, the Company has repurchased 272,400 shares at a cost of approximately $4.7 million. No stock
repurchaszs have been made since February 7, 2003.

NOTE 13: Retirement Plans

Retirement Plan: The Company has a non-contributory defined benefit retirement plan that covers substantially all
employees. The Company's policy is to make contributions annually of not less than the minimum funding re-
quirements of the Employee Retirement Income Security Act of 1974, Benefits are based on the employee's years
of service and compensation.
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The following table sets forth the changes in the benefit obligation and plan assets of the Company’s retirement plan
for the year ended December 31, 2003, five months ended December 31, 2002 and the fiscal year ended July 31,
2002:

Five Months Fiscal
Year Ended Ended Year Ended
December 31, December 31, July 31,
2003 2002 2002
(In thousands)
Change in plan's benefit obligation
Pension plan’s benefit obligation - beginning of year ......... $ 44302 % 40,788 % 33,402
SEIVICE COSt ... .eoiiiit it et ettt e v et e 2,281 779 1,458
INEETESE COSE ... oev e e e e e e e e e e e e e e 3,239 1,213 2,448
Benefits paid ...... ..o (3,772) (1,110) (2,785)
Actuarial 10SS ........oooovee e 6,340 2,632 2,361
ACQUISTEION ... oot et it e e e e e e 4,172 - -
P]anamendments v i . - 3,904
Pension plan's benef t obhgatlon end of year R 56,562 44,302 40,788
Change in pension plan assets
Fair value of plan assets - beginning of year ... ................. 23,526 24,026 25,451
Actual return (loss) on plan assets .............cccoeeeennnnnns 5,705 (390) (3,140)
Benefits paid .. (3,772) (1,110) (2,785)
Employerconmbuuons 7,700 1,000 4,500
Fair value of plan assets - end ofyear 33,159 23,526 24,026
Reconciliation of funded status
Under-funded balance.............co...coovei i i e (23,403) (20,776) (16,762)
Unrecognizedpriorservicecost......,‘......4....,.......l.,...‘ 3,535 3,796 3,904
Unrecognized net loss .. . . 16,139 13,989 10,298
Accrued pension habxhty (net amount recogmzed) v 3 _(3,729) $ (2991) $ (2,560)
Amounts recognized in consolidated balance sheet
Intangible asset. .. DRSS UPPPI. | 3,535 % 3,796 % 3,386
Accrued pension hablllty o (7,374) (8,534) (5,946)
. Accumulated other comprehenswe income . 110 1,747 -
Accrued pension liability (net amount recogmzed) v § (3,729) § (2991) § (2,560)

The accumulated benefit obligation was $40,533,000 and $32,060,000 at December 31, 2003 and 2002, respectively,
which exceeded the fair value of plan assets.

. The weighted average assumptions used to determine end of period benefit obligations:

December 31, December 31,

2003 2002 -
Discount rate .. 6.25% 6.75%
Rate of future compensatlon increases.. 425% 5.00%
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Net periodic pension expense consisted of the following components:

Five Months
Year Ended Ended
December 31, December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
(In thousands)
Service cost - benefit earned during theyear.................... $ 2,28t % 79 3 1,458 % 1,297
Interest cos: on projected benefit obligations .................... 3,239 1,213 2,448 2,558
Expected return on plan assets ..........ccooeiiiinenieinne. 2,115 (843) (2,203) (2,321)
" Amortizaticn of Prior service Cost ... .......ovcer v 261 109 - -
Amortizaticn of netloss .............. 600 173 - -
Amortizaticn of transition asset - - S - (115)
Net periodic pension EXpense ...........c.ccoc e vcnieen. 9 4266 % 1431 % 1,703 § 1,419
The weighted average assumptions used to determine net periodic benefit cost:
Five Months
Year Ended Ended
December 31, December 31, Fiscal Years Ended July 31,
2003 2002 2002 2001
DISCOUNE FBIE ... ... vt teei o et ettt e e 7.04% 7.25% - 750% 7.75%
Rate of future compensation inCreases....................c... oo 4.69% 5.00% 5.00% 5.00%
Expected long-term rate of returnon assets ...................... 8.50% . 8.50% -8.50% 8.50%
The asset allocation for the Company’s retirement plan at year end, by asset category, follows:
Percentage of Plan Assets at Year End
: Target December 31, December 31, July 31,
Asset Category Allocation 2004 2003 2002 2002
EQUILY SECUTHES ...ovvvvee i 0% 61% 63% T 6%
Debt Securities . 30% 39% 3% 36%
TOMl .o ' 100% 100% 100% 100%

The asset allocation at December 31, 2003 reflects a $4,200,000 contribution made in late December 2003. The
contribution was held in debt securities until January 2004 when a rebalancing was done to bring assets in line with
target allocation.

The investment policy developed for the Holly Corporation Pension Plan has been designed exclusively for the
purpose of providing the highest probabilities of delivering benefits to Plan members and beneficiaries. Among the
factors ccnsidered in developing the investment policy are: the Plans’ primary investment goal, rate of return
objective, investment risk, investment time horizon, role of asset classes and asset allocation.

The most important component of the investment strategy is the asset allocation between the various classes of
securities available to the Plan for investment purposes. The current target asset allocation is 70% equity
investments and 30% fixed income investments. The equity allocation is well diversified among the investment
styles of large capitalization growth, large capitalization value, small capitalization and international. Equity and
fixed income fund managers have been selected based on outstanding return/risk track records over time.

The expected long-term rate of returns on Plan Assets is 8.5% and is based on historical investment returns. The
assumed long-term rate of return on equity and fixed income investments is 10% and 5% respectively and using the
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Plan’s asset allocation target of 70% equities and 30% fixed income, the overall assumed rate of return on the Plan is
8.5%.

The Company expects to contribute between $2 million to $4 million to the retirement plan in 2004. Benefit
payments, which reflect expected future service, are expected to be paid as follows: $3,055,000 in 2004; $2,708,000
in 2005, $3,131,000 in 2006; $4,027,000 in 2007; $4,472,000 in 2008; and $31,953,000 in 2009-2013.

Retirement Restoration Plan; The Company adopted an unfunded retirement restoration plan that provides for
additional payments from the Company so that total retirement plan benefits for certain executives will be
maintained at the levels provided in the retirement plan before the application of Internal Revenue Code limitations.
The Company expensed $408,000 in 2003, $161,000 for the five months ended December 31, 2002, $347,000 in
fiscal 2002, and $357,000 in fiscal 2001 in connection with this plan. The accrued liability reflected in the
consolidated balance sheet was $2,984,000 at December 31, 2003, $2,186,000 at December 31, 2002 and
$2,047,000 at July 31, 2002. As of December 31, 2003, the projected benefit obligation under this plan was
$3,510,000.

Defined Contribution Plans: The Company has defined contribution ("401(k)") plans that cover substantially all
employees. Company contributions are based on employee’s compensation and partially match employee
contributions. The Company has expensed $1,377,000 in 2003, $472,000 for the five months ended December 31,
2002, $1,106,000 in fiscal 2002, and $1,158,000 in fiscal 2001 in connection with these plans.

Postretirement Medical Plan: The Company has adopted an unfunded postretirement medical plan as part of the
voluntary early retirement program offered to eligible employees in fiscal 2000. As part of the early retirement
program, the Company agreed to ailow retiring employees to continue coverage at a reduced cost under Company
group medical plans until normal retirement age. The accrued liability reflected in the consolidated balance sheet
was $2,720,000 at December 31, 2003, $2,919,000 at December 31, 2002, and $2,974,000 at July 31, 2002 related to
this plan.

Additionally, the Company maintains an unfunded postretirement medical plan whereby certain retirees between the
ages of 62 and 65 can receive company paid benefits. Periodic costs under this plan have historically been
insignificant. As of December 31, 2003, the total accumulated postretirement benefit obligation under the
Company’s postretirement medical plans was $4,807,000.

NOTE 14: Derivative Instruments and Hedging Activities

The Company periodically utilizes petroleum commodity futures contracts to reduce its exposure to the price
fluctuations associated with crude oil and refined products. Such contracts historically have been used principally to
help manage the price risk inherent in purchasing crude oil in advance of the delivery date and as a hedge for fixed-
price sales contracts of refined products. The Company has also utilized commodity price swaps and collar options
to help manage the exposure to price volatility relating to forecasted purchases of natural gas. The Company
regularly utilizes contracts that provide for the purchase of crude oil and other feedstocks and for the sale of refined
products. Certain of these contracts may meet the definition of a derivative instrument in accordance with SFAS
No. 133, as amended. The Company believes these contracts qualify for the normal purchases and normal sales
exception under SFAS No. 133, as amended, because deliveries under the contracts will be in quantities expected to
be used or sold over a reasonable period of time in the normal course of business. Accordingly, these contracts are
designated as normal purchases and normal sales contracts and are not required to be recorded as derivative
instruments under SFAS No. 133, as amended.

During the fiscal year ended July 31, 2001, the Company entered into energy commodity futures contracts to hedge
certain commitments to purchase crude oil and deliver gasoline in March 2001. The purpose of the hedge was to
help protect the Company from the risk that the refined product margins with respect to the hedged gasoline sales
would decline. Due to the strict requirements of SFAS No. 133 in measuring effectiveness of hedges, this particuiar
hedge transaction did not qualify for hedge accounting. The energy commodity futures contracts entered into
resulted in a loss of $161,000 for the year ended July 31, 2001, which was included in cost of products sold.
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During the fiscal year ended July 31, 2001, the Company entered into commodity price swaps and collar options to
help manage the exposure to price volatility relating to forecasted purchases of natural gas in March 2001 and from
May 2001 to May 2002. These transactions were designated as cash flow hedges related to the purchase of 1.2
million MMBtu of forecasted natural gas purchases for the Navajo Refinery. At July 31, 2001, included in
comprehensive income, was a loss of $2.1 million, as the values of the outstanding hedges were marked to the
current fair value. In fiscal 2002, the Company recorded net adjustments of $2.1 million to comprehensive income,
which included actual losses of approximately $3.3 million that were reclassified from comprehensive income to
operating expenses as the transactions occurred under the swap and collar arrangements.

In December 2002, the Company entered into cash flow hedges relating to certain forecasted transactions to buy
crude oil and sell gasoline in March 2003. The purpose of the hedges was to help protect the Company from the risk
that the refinery margin would decline with respect to the hedged crude oil and refined products. .To effect the
hedges the Company entered into gasoline and crude oil futures transactions. Gains and losses reported in
accumulated other comprehensive income were reclassified into income when the forecasted transactions occurred.
During the five months ended December 31, 2002, the Company marked the value of the outstanding hedges to fair
value in accordance with SFAS 133 and included $47,000 of income in comprehensive income. In March 2003, as
the forecasted transactions occurred, the Company reclassified $108,000 of actual losses from comprehensive
income to cost of sales. The ineffective portion of the hedges resulted in a $32,000 gain that was also included in
cost of sales. ‘ :

In October 2003, the Company entered into price swaps to help manage the exposure to price volatility relating to-
forecastec purchases of natural gas from December 2003 to March 2004, These transactions were designated as
cash flow hedges of forecasted purchases. The contracts to-hedge natural gas costs were for 6,000, 500, and 2,000
MMBtu per day for the Navajo Refinery, Montana Refinery, and the Woods Cross Refinery, respectively. The
December 2003 contracts resulted in net realized losses of $71,000 and were recorded into refining operating costs.
At December 31, 2003, included in' comprehensive income, was a gain of $599,000, as the values of the outstanding
hedges were marked to the current fair value, in accordance with SFAS No. 133. At December 31, 2003 there were
no ineffective portions of the hedges. :

NOTE 15: Lease Commitments

The Company leases certain facilities, pipelines and equipment under operating leases, most of which contain
renewal options. At December 31, 2003, the minimum future rental commitments under operating leases having
noncancellable lease terms in excess of one year total in the aggregate $20,581,000, of which the following amounts
are payable over the next five years: 2004 -- $6,072,000; 2005 -- $5,951,000; 2006 -- $5,551,000; 2007 --
$2,733,000 and 2008 -- $87,000. Rental expense charged to operations was $6,762,000 in 2003, $2,891,000 in the
five months ended December 31, 2002, $6,894,000 in fiscal 2002, and $6,359,000 in fiscal 2001.
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NOTE 16: Contingencies

In November 2002, the Company settled by agreement litigation brought in August 1998 by Longhorn Partners
Pipeline, L.P. (“Longhorn Partners™) against the Company in a state court in El Paso, Texas and litigation brought in
August 2002 by the Company against Longhorn Partners and related parties in a state court in Carlsbad, New
Mexico. Under the settlement agreement, which was developed in voluntary mediation, in November 2002, the
Company paid $25 million to Longhorn Partners as a prepayment for the transportation of 7,000 barrels per day of
refined products from the Gulf Coast to El Paso for a period of up to 6 years from the date of the Longhom
Pipeline's start-up. Longhorn Partners has also issued to the Company an unsecured $25 million promissory note,
subordinated to certain other indebtedness, that would become payable with interest in the event that the Longhorn
Pipeline does not begin operations by July 1, 2004, or to the extent Longhorn Partners is unable to provide the
Company the full amount of the agreed transportation services. In the consolidated balance sheet at December 31,
2003, the $25 million settlement is reflected in Assets as “Other assets — Prepaid transportation,”

Petitions for review are pending before the United States Court of Appeals for the District of Columbia Circuit (the
“D.C. Circuit Appeals Court™) with respect to rulings by the Federal Energy Regulatory Commission (“FERC”) in
proceedings brought by the Company and other parties against Kinder Morgan's SFPP, L.P. ("SFPP"). These
proceedings relate to tariffs of common carrier pipelines, which are owned and operated by SFPP, for shipments of
refined products from El Paso, Texas to Tucson and Phoenix, Arizona and from points in California to points in
Arizona. The Company is one of several refiners that regularly utilize an SFPP pipeline to ship refined products
from El Paso, Texas to Tucson and Phoenix, Arizona. Rulings by the FERC that are the subject of proceedings in the
D.C. Circuit Appeals Court resulted in reparations payments to the Company in 2003 totaling approximately $15.3
million relating principally to the period from 1993 through July 2000. The D.C. Circuit Appeals Court heard oral
argument in November 2003 on issues relating to reparations to the Company and other shippers. As of the date of
this report, the D.C. Circuit Appeals Court has not issued an opinion in the case. The opinion of the D.C. Circuit
Court of Appeals could result in a determination that the reparations actually due to the Company in this matter are
less than or more than the $15.3 million received by the Company in 2003, In the event that as a result of these
proceedings the actual reparations amount due to the Company is determined to be less than the amounts received
by the Company in 2003, part or all of the amounts received by the Company would have to be refunded. Although
it is not possible at the date of this report to predict the outcome of the pending proceedings on this matter in the
D.C. Circuit Appeals Court, the Company believes that any amount of reparations payments which may be required
to be refunded as a result of these proceedings would not have a material adverse impact on the Company's financial
condition, results of operations or cash flows.

In December 2001, following discussions initiated by the Company, the Company entered into a Consent Decree
(the “Consent Decree”) with the Environmental Protection Agency (“EPA”), the New Mexico Environment
Department and the Montana Department of Environmental Quality with respect to a global settlement of issues
concerning the application of air quality requirements to past and future operations of the Company’s refineries.
The Consent Decree was entered by the federal court in New Mexico in March 2002 and requires the Company to
make investments at the Company’s New Mexico and Montana refineries for the installation of certain state of the
art pollution control equipment currently expected to total approximately $15 million over a period expected to end
in 2009, of which approximately $8 million has been expended. The Consent Decree also provided for payment by
the Company of penalties to Federal, New Mexico and Montana regulatory authorities in the total amount of
$750,000, which were paid in fiscal 2002.

On August 20, 2003, Frontier Oil Corporation ("Frontier") filed a lawsuit in the Delaware Court of Chancery
seeking declaratory relief and damages based on allegations that the Company repudiated its obligations and
breached an implied covenant of good faith and fair dealing under an agreement (the “Frontier Merger Agreement”)
announced in late March 2003 under which Frontier and the Company were to be combined. On August 21, 2003,
the Company formally notified Frontier of the Company's position that pending and threatened toxic tort litigation
with respect to oil properties operated by a subsidiary of Frontier from 1985 to 1995 adjacent to the campus of
Beverly Hills High School constituted a breach of Frontier's representations and warranties in the Frontier Merger
Apgreement as to the absence of litigation or other circumstances which could reasonably be expected to have a
material adverse effect on Frontier. On September 2, 2003, the Company filed in the Delaware Court of Chancery its
Answer and Counterclaims seeking declaratory judgments that the Company had not repudiated the Frontier Merger
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Agreement, that Frontier had repudiated the Frontier Merger Agreement, that Frontier had breached certain
representations made by Frontier in the Frontier Merger Agreement, that the Company's obligations under the
Frontier Merger Agreement were and are excused and that the Company may terminate the Frontier Merger
Agreement without liability, and seeking damages as well as costs and attorneys' fees. To the date of this report, the
Company has not taken any actions, beyond the sending of the August 21, 2003 notification with respect to the
Beverly Hills High School matter, under the various provisions of the Frontier Merger Agreement relating to the
Company’s rights to terminate the Frontier Merger Agreement. Frontier was permitted by the court to amend its
Complaint shortly before the beginning ofthe trial to assert that the Company’s actions entitle Frontier to payment
of a breakup fee of $16 million plus certain legal expenses. The trial with respect to Frontier's amended Complaint
and the Company's Answer and Counterclaims began in the Delaware Court of Chancery on February 23, 2004 and
was completed on March 5, 2004. Following submission of post-trial briefs and oral argument, a decision is
expected o be announced within several months after completion of the trial. Although it is not possible at the date
of this report to predict the outcome of this litigation, the Company believes that the claims made by Frontier in the
litigation are wholly without merit and that the Company’s counterclaims are well founded.

The Company is a party to various other litigation and proceedings which it believes, based on advice of counsel,
will not have a materially adverse impact on the Company's financial condition, results of operations or cash flows.

NOTE 17: Segment Information

The Company has two major business segments: Refining and Pipeline Transportation. The Refining segment
involves the refining of crude oil and wholesale marketing of refined products, such as gasoline, diesel fuel and jet
fuel, and includes the Company’s Navajo Refinery, Woods Cross Refinery and Montana Refinery. The Woods
Cross Refinery was acquired in June 2003. The petroleum products produced by the Refining segment are marketed
in the southwestern United States, Utah, Wyoming, Montana and northern Mexico. Certain pipelines and terminals
operate in conjunction with the Refining segment as part of the supply and distribution networks of the refineries.
The Refining segment also includes the equity earnings from the Company’s 49% (50% prior to January 1, 2002)
interest in NK Asphalt Parters, which manufactures and markets asphalt and asphalt products in Arizona and New
Mexico. The pipeline transportation segment currently includes approximately 500 miles of the Company's pipeline
~ assets in Texas and New Mexico. Revenues from the Pipeline Transportation segment are earned through
transactions with unaffiliated parties for pipeline transportation, rental and terminalling operations. Pipeline
Transportation segment revenues do not include any amount relating to pipeline transportation services provided for
the Company’s refining operations. The Pipeline Transportation segment also includes the earnings from the
Company’s 70% (25% prior to June 30, 2003) interest in Rio Grande Pipeline Company, which provides petroleum
products transportation. Operations of the Company that are not included in the two reportable segments are
included in Corporate and other, which includes costs of Holly Corporation, the parent company, consisting
primarily of general and administrative expenses and interest charges, as well as a small-scale oil and gas
exploraticn and production program, and a small equity investment in retail gasoline stations and convenience
stores. Additionally included in Corporate and other during 2003 were the retail stations purchased from
ConocoPhiillips as part of the Woods Cross Refinery acquisition that were subsequently sold.

The accounting policies for the segments are the same as those described in the summary of significant accounting

policies. The Company evaluates performance based on earnings and cash flows. The Company's reportable
segments are strategic business units that offer different products and services.
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Total for
Pipeline Reportable . Carporate Counsolidated
Refining Transportation Segments & Other Total
(In thousands)
Year Ended December 31, 2003
Sales and other revenues............... $ 1,373,406 $ 21,030 $ 1,394,436 $ 8,808 $ 1,403,244
Depreciation and amortization ....... $ 31,889 $ 2,488 $ 34,377 $ 1,898 $ 36,275
Income (loss) from operations ....... $ 53,854 $ 29,110 $ 82,964 $ (22,897) § 60,067
Income (loss) before income taxes ..  § 69,742 $ 28,891 $ 98,633 $ (242749) 3§ 74,359
Total aSSetS.. . cvuvvrrrrveriieeinniennn, $ 627,829 $ 54,303 $ 682,132 $ 26,760 $ 708,892
Five Months Ended December 31, 2002
Sales and other revenues .............. $ 439,788 $ 8,245 $ 448,033 $ 604 $ 448,637
Depreciation and amortization ....... $ 10,264 $ 600 $ 10,864 $ 862 $ 11,726
Income (loss) from operations ....... $ 8,017 $ 4,800 $ 12,817 $ . @427) § 8,390
Income (loss) before income taxes .. §$ 7,498 $ 5,728 $ 13,226 $ (4,709 § 8,517
Total asSets......oevvurierinrernnnieeenn. $ 458,339 $ 20,458 $ 478,797 $ 36,996 $ 515,793
Year Ended July 31, 2002
Sales and other revenues .............. $ 868,730 $ 18,588 $ 887,318 $ 1,588 § 888,906
Depreciation and amortization ....... $ 24,789 $ 1,394 $ 26,183 $ 1,516 $ 27,699
Income (loss) from operations ....... $ 42,725 $ 10,621 $ 53,346 $ (103000 $ 43,046
Income (loss) before income taxes .. § 48,597 $ 12,220 $ 60,817 . § (9921) § 50,896
Total assets.........coeevevvrnrerinnnnn. $ 391,635 $ 22,109 $ 413,744 $ 88,562 $ 502,306
Year Ended July 31, 2001
Sales and other revenues .............. $ 1,120,248 $ 18,454 $ 1,138,702 $ 3,428 $ 1,142,130
Depreciation and amortization ....... $ 24,818 $ 1,487 $ 26,305 $ 1,022 $ 27,327
Income (loss) from operations ....... $ 116,218 $§ 10,243 $ 126,461 $ (8554) § 117,907
Income (loss) before income taxes ..  § 119,563 $ 12,551 $ 132,114 $ (102190 § 121,895
Total assets....... e $ 384,844 $ 22,516 $ 407,360 $ 83,069 $ 490,429
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NOTE 13:  Significant Customers

All reveriues were domestic revenues, except for sales of gasoline and diesel fuel for export into Mexico by the
Refining segment. The export sales were to an affiliate of PEMEX (the government-owned energy company of
Mexico) and accounted for approximately $57,000,000 (4%) of the Company’s revenues for 2003, $26,000,000
(6%) of revenues for the five months ended December 31, 2002, 45,000,000 (5%) of revenues for fiscal 2002, and
$97,000,000 (8%) of revenues for fiscal 2001, Sales of military jet fuel to the United States Government by the
Refining segment accounted for approximately $85,000,000 (6%) of the Company’s revenues for 2003, $40,000,000
(9% of revenues for the five months ended December 31, 2002, $78,000,000 (9%) of revenues for fiscal 2002, and
$113,000,000 (10%) of revenues for fiscal 2001. In-addition to the United States Government and PEMEX, other
significant sales by the Refining segment were made to two petroleum companies, one of which accounted for
approximately $163,000,000 (12%) of the Company’s revenues in 2003, $67,000,000 (15%) of revenues for the five
months ended December 31, 2002, $131,000,000 (15%) of revenues in fiscal 2002, and $184,000,000 (16%) of the
revenues in fiscal 2001, and the other accounted for $162,000,000 (12%) of the Company’s revenues in 2003,
$52,000,000 (12%) of revenues for the five months ended December 31, 2002, $116,000,000 (13%) of revenues in
fiscal 2002, $147,000,000 (13%) of revenues for fiscal 2001.

NOTE 19: Other Income

On March 4, 2003, the Company sold its 400-mile Iatan crude oil gathering system located in West Texas to Plains
All-American Pipeline, L.P. for $24 million in cash, and agreed to transport crude oil purchased in West Texas on
the Iatan system at an agreed upon tariff for six and a half years. The latan system, while profitable, was not
considered central to the Company’s refining operations. The sale resulted in a pre-tax gain to the Company of
$16,207,000. The proceeds from the sale increased the Company’s cash resources available for investment in its
core refining operations, including its acquisition of the Woods Cross Refinery. The net gain on sale of assets of
$15,814,000 on the statement of income was reduced by the loss on sale of retail assets of $393,000 described in
Note 21.

In April 2003 and June 2003, the Company received reparation payments totaling approximately $15,330,000 from
SFPP. The payments were for claims brought by the Company and other parties before the FERC relating to tariffs
of commcn carrier pipelines owned and operated by SFPP for shipments of refined products over several years from
El Paso, Texas to Tucson and Phoenix, Arizona from points in California to points in Arizona. The final decision of
the FERC is subject to judicial review. See Note 16 for additional information.

In fiscal year ended July 31, 2002, the Company realized a $1,522,000 gain on the sale of marketable equity
securities held for investment. '

In fiscal year ended July 31, 2001, the Company agreed to a settlement of all claims relating to the Company’s
purchase of certain pipeline assets in fiscal 1998. The Company recognized $1,153,000 as income in fiscal 2001
relating to this settlement.
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NOTE 20: Refinery and Retail Assets Acquisition

On June 1, 2003, the Company acquired from ConocoPhillips the Woods Cross Refinery, located near Salt Lake
City, Utah, and related assets, including a refined products terminal in Spokane, WA, and a 50% ownership interest
in refined products terminals in Boise and Burley, Idaho for an agreed price of $25 million plus inventory less
obligations assumed. The Woods Cross Refinery has a crude oil capacity of 25,000 BPD and has operated at close
to capacity over the last three years. The purchase also included certain pipelines and other transportation assets
used in connection with the refinery, 25 retail service stations located in Utah-and Wyoming (which were sold by the
Company in August 2003, see Note 21), and a 10-year exclusive license to market fuels under the Phillips brand in
the states of Utah, Wyoming, Idaho and Montana. The total cash purchase price, including expenses and the deposit
made in 2002, was $58.3 million. In accounting for the purchase, the Company recorded inventory of $35.5 million,
property, plant and equipment of $25.6 million, intangible assets of $1.6 million, and recorded a $4.4 mxlhon
liability, principally for pension obligations.

NOTE 21: Sale of Woods Cross Retail Assets

In August 2003, the Company sold its retail assets located in Utah and Wyoming for $7 million, less the Company’s
prorated share of property taxes and certain transaction expenses, plus $1.8 million for inventories, resulting in net
cash proceeds of $8.5 million. The sale resuited in a pre-tax loss for the Company of approximately $393,000, due
mainly to the transaction expenses. The asset package included twenty-five operating retail sites and three closed
properties that the Company acquired from ConocoPhillips on June 1, 2003 in the acquisition of the Woods Cross
Refinery. The Company will continue to supply the stations with fuel from its Woods Cross Refinery.

NOTE 22: Quarterly Information (Unaudited)

First Second Third Fourth
Quarter Quarter Quarter (1) Quarter . Year

(In thousands, except share data)
Year Ended December 31, 2003

Sales and other revenues ............... ... $ 314,912 $ 323,287 $ 415,257 $ 349,788 $ 1,403,244
Operating costs and expenses ............. $ 308,048 $ 313,514 $ 386,414 $ 351,015 $ 1,358,991
Income (loss) from operations ... ... ...... 3 24,550 $ 8,294 3 28,450 3 (1,227) $ 60,067
Income (loss) before income taxes ... ... $ 23,528 $ 24295 3 28,654 $ 2,118) $ 74,359
Net income (10s8) .......c.ccoovvvivnenn, $ 14,433 $ 15,151 $ 17,550 $ (1,081) $ 46,053
Net income (loss) per common ‘

share - basic ............. $ 0.93 $ 0.98 $ 1.13 $ 007 297
Net income (loss) per common

share - diluted .. $ 091 $ 0.94 $ 1.09 $ 0.07) $ 2.88
Dividends per common share . 8 0.11 $ 0.11 $ 0.11 3 0.11 $ 044

Average number of shares of

common stock outstanding
Basic ... 15,500 15,503 15,506 15,511 15,505
Diluted ..........coveie i 15,948 16,048 16,029 15,511 16,016




HOLLY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Transition 1’eriod Ended December 31, 2002

Two Months

Aug-Sept

Three Months

Oct - Dec

Five Months

Sales and cther revenues ...........ocoo.,o oo e v e e e

Operating costs and expenses

Income fTOm OPETAtIONS .......o oot ee vt i et oot ce e ies e et e e b e e o
Income before INCOME TAXES ... ... oo iy iov e it ir s e e e e et e e een e cae vt v oa s

Netincome ..o
Net incom¢ per common

SHATE ~ DAIIC ... o it e e e e e

Net income per common

share - diluted .........ooooi i e
Dividends per common Share ...............cco oo

Average number of shares of
common stock outstanding

U BASIC e e e e e e e e e
DA .o ot e e e e e e e e e e

Year Ended July 31, 2002

Sales and cther revenues ..................
Operating costs and expenses .............
Income (loss) from operations ............
Income (loss) before income taxes ... ....
Net income (10SS) ... .cooovveeviriee e

Net income: (loss) per common
share - basic .............

Net income: (loss) per common
share - diluted ................cco.
Dividends per common share .............

Average number of shares of
common stock outstanding

(In thousands, except share data)

178,520 $ 270,117 ) 448,637

177,436 $ 262811 $ 440,247

1,084 $ 7,306 $ 8,390

2,451 $ 6,066 $ 8,517

1,497 $ 3,906 $ 5,403

$ 0.10 $ 025 $ 035

$ 0.09 $ 025 $ - 0.34

$ - $ 0.11 $ 0.11

15,526 15,510 15,516

15,888 15,915 15,902

First Second Third Fourth
Quarter Quarter Quarter Quarter Year
(In thousands, except share data)

$ 257,947 $ 166,754 $ 210,327 $ 253,878 $ 888,906
$ 228,890 $ 169,473 $ 201,685 $ 245812 $ 845,860
$ 29,057 $ 2,7119) $ 8,642 $ 8,066 $ 43,046
$ 33,069 $ (792) 3 9,808 $ 8,811 $ 50,896
$ 20,222 $ (485) $ 6,199 $ 6,093 $ 32,029
$ 1.30 $ (0.03) £ 040 $ 0.39 $ 2.06
$ 1.27 $ (0.03) 3 0.39 $ 0.38 $ 2.01
$ 0.10 $ 0.10 $ 0.10 3 0.11 S 0.41
15,508 15,559 15,581 15,593 15,560
15,944 15,996 16,016 15,947 15,971

(1) I[n the Form 10-Q for the third quarter ended September 30, 2003, the Company accounted for its
investment in the Rio Grande Pipeline Company on the equity method. Effective at December 31, 2003,
the Company consolidated its interest in Rio Grande effective as of June 30, 2003. The effect on the third
quarter of 2003 was to increase revenues by $3.1 million, operating costs by $2.4 million and decrease
ather income by $.7 million.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

The Company has had no change in, or disagreement with, its independent certified public accountants on matters
involving accounting and financial disclosure.

Item 9A. Controls and Procedures

Evaluation of disclosure controls and procedures. The Company's principal executive officer and principal
financial officer have evaluated, as required by Rule 13a-15(b) under the Securities Exchange Act of 1934 (the
"Exchange Act"), the Company's disclosure controls and procedures (as defined in Exchange Act Rule 13a-15(e))
as of the end of the period covered by this annual report on Form 10-K. Based on that evaluation, the principal
executive officer and principal financial officer concluded that the design and operation of the Company's
disclosure controls and procedures are effective in ensuring that information required to be disclosed by the
Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the Securities and Exchange Commission's rules and forms.

Changes in internal control over financial reporting. There have been no changes in the Company's internal
control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) that occurred during the
Company's last fiscal quarter that has materially affected or is reasonably likely to materially affect the Company's
internal control over financial reporting.

PART III

Item 10. Directors and Executive Officers of the Registrant

The information required by Items 401, 405 and 406 of Regulation S-K in response to this item is set forth in the
Company's definitive proxy statement for the annual meeting of stockholders to be held on May 13, 2004 and is
incorporated herein by reference.

Item 11. Executive Compensation

The information required by Item 402 of Regulation S-K in response to this item is set forth in the Company's
definitive proxy statement for the annual meeting of stockholders to be held on May 13, 2004 and is incorporated
herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The equity compensation plan information required by Item 201(d) and the information required by Item 403 of
Regulation S-K in response to this item is set forth in the Company's definitive proxy statement for the annual
meeting of stockholders to be held on May 13, 2004 and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

The information required by Item 404 of Regulation S-K in response to this item is set forth in the Company's

definitive proxy statement for the annual meeting of stockholders to be held on May 13, 2004 and is incorporated
herein by reference.




Item 14. Principal Accountant Fees and Services

The information required by Item 9(e) of Schedule 14A in response to this item is set forth in the Company's
definitive: proxy statement for the annual meeting of stockholders to be held on May 13, 2004 and is incorporated
herein by reference.

PART IV

Item 15, Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a) Documents filed as part of this report

(1) Index to Consolidated Financial Statements
Page in
Form 10-K

Report of Independent Auditors.................... 47

Consolidated Balance Sheet at December 31,
2003 and 2002, and July 31, 2002.........cccouevrevrenines 48

Consolidated Statement of Income for the years
ended December 31, 2003 and 2002 (unaudited),
five months ended December 31, 2002, and
years ended July 31, 2002 and 2001.................. 49

Consolidated Statement of Cash Flows for the years
ended December 31, 2003 and 2002 (unaudited),
five months ended December 31, 2002, and
years ended July 31, 2002 and 2001.................. 50

Consolidated Statement of Stockholders' Equity for
the year ended December 31, 2003, five months
ended December 31, 2002, and years ended
July 31, 2001 and 2000 ........ccoreevcrrrvrnicennerinrnrinenes S1

Consolidated Statement of Comprehensive Income
for the years ended December 31, 2003 and
2002 (unaudited), five months ended
December 31, 2002, and years ended
July 31,2002 and 2001.........ocviienin cineeicnienennens 52

Notes to Consolidated Financial
SEALEIMENTS ....oveveeenrvsirrecrirressiirietresneereseressesasane 53
(2) Index to Consolidated Financial Statement Schedules
All schedules are omitted since the required information is not present or is not present in amounts sufficient to
require submission of the schedule, or because the information required is included in the consolidated

financial statements or notes thereto.

(3) Extibits
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See Index to Exhibits on pages 83 to 86.
(b) Reports on Form §-K

On November 14, 2003, a Current Report on Form 8-K was furnished for Item 12 Results of Operations and
Financial Condition concerning the release of the Company’s earnings for the third quarter of 2003.

On November 19, 2003, a Current Report on Form 8-K was furnished for Item 9 Regulation FD disclosure
concerning a presentation by senior management of the Company to analysts in New York City.

On November 25, 2003, a Current Report on Form 8-K was filed under Item 5 Other Events concerning the trial
in the pending litigation between the Company and Frontier Oil Corporation.

On January 16, 2004, a Current Report on Form 8-K was filed under Item 5 Other Events concerning the trial in
the pending litigation between the Company and Frontier Qil Corporation.

On January 22, 2004, a Current Report on Form 8-K was filed under Item 5 Other Events concerning the
Company adding two senior executives.

On February 20, 2004, a Current Report on Form 8-K was furnished for Item 12 Results of Operations and
Financial Condition concerning the release of the Company’s eamings for the fourth quarter of 2003,
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be sigued on its behalf by the undersngned thereunto duly authorized. '

HOLLY CORPORATION
(Registrant)

/s/ Lamar Norsworthy
Lamar Norsworthy
Chairman of the Board
and Chief Executive Officer

Date: March 10, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
followmg persons on behalf of the registrant and in the capacities and as of the date indicated.

Signature Capacity Date
/s/ Lamar Norsworthy Chairman of Board of Directors March 10, 2004
Lamar Norsworthy and Chief Executive Officer
of the Company
/s/ Matthew P. Clifion President and Director March 10, 2004

Matthew P. Clifton

/s/ Scott C. Surplus Vice President and Controller March 10, 2004
Scott C. Surplus (Principal Accounting Officer)
/s/ Stephen J. McDonnell Vice President and Chief March 10, 2004

Stephen J. McDonnell Financial Officer
(Principal Financial Officer)
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Signature Capacity Date

/s/ _W. John Glancy Senior Vice President, General Counsel, March 10, 2004
W. John Glancy Secretary and Director
{s/ William J. Gray Director March 10, 2004

William J. Gray

/s/ _Marcus R. Hickerson Director March 10, 2004
Marcus R, Hickerson

/s/ Robert G. McKenzie Director March 10, 2004
Robert G. McKenzie

{s/_Thomas K. Matthews. II  Director March 10, 2004
Thomas K. Matthews, 11

s/ _Jack P. Reid Director March 10, 2004

Jack P. Reid
/s/_Paul T. Stoffel Director March 10, 2004

Paul T. Stoffel
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Exhibit
Number

31

32

10.1

10.2

10.3

10.4

HOLLY CORPORATION

INDEX TO EXHIBITS

(Exhibits are numbered to correspond to the exhibit table
: in Item 601 of Regulation S-K) - '

Description

Restated Certificate of Incorporation of the Registrant, as amended (incorporated by reference to
Exhibit 3(a), of Amendment No. 1 dated December 13, 1988 to Registrant's Annual Report on
Form 10-K for its fiscal year ended July 31, 1988, File No. 1-3876).

By-Laws of Holly Corporation as améended and restated March 9, 2001 and Amendment to By-
Laws dated September 30, 2003 (incorporated by reference to Exhibits 3.2.1 and 3.2.2 of
Registrant's Quarterly Report on.Form 10-Q for its quarterly period ended September 30, 2003,
File No. 1-3876). :

7.62% Series C Senior Note of Holly Corporation, dated as of November 21, 1995, to John
Hancock Mutual Life Insurance Company, with schedule attached thereto of five other
substantially identical Notes which differ only in the respects set forth in such schedule
(incorporated by reference to Exhibit 4.4 of Registrant's Quarterly Report on Form 10-Q for the
quarterly period ended October 31, 1995, File No. 1-3876).

Series D Senior Note of Holly Corporation, dated as of November 21, 1995, to John Hancock
Mutual Life Insurance Company, with schedule attached thereto of three other substantially
identical Notes which differ only in the respects set forth in such schedule (incorporated by
reference to Exhibit 4.5 of Registrant's Quarterly Report on Form 10-Q for the quarterly period
ended October 31, 1995, File No. 1-3876).

Note Agreement of Holly Corporation, dated as of November 15, 1995, to John Hancock Mutual
Life Insurance Company, with schedule attached thereto of five other substantially identical Note
Agreements which differ only in the respects set forth in such schedule (incorporated by
reference to Exhibit 4.6 of Registrant's Quarterly Report on Form 10-Q for the quarterly period
ended October 31, 1995, File No. 1-3876).

Guaranty, dated as of November 15, 1995, of Navajo Refining Company, Navajo Pipeline
Company, Lea Refining Company, Navajo Holdings, Inc., Navajo Western Asphalt Company
and Navajo Crude Oil Marketing Company in favor of John Hancock Mutual Life Insurance
Company, John Hancock Variable Life Insurance Company, Alexander Hamilton Life Insurance
Company of America, The Penn Mutual Life Insurance Company, AIG Life Insurance Company
and Pan-American Life Insurance Company (incorporated by reference to Exhibit 4.7 of
Registrant's Quarterly Report on Form 10-Q for the quarterly period ended October 31, 1995, File
No. 1-3876).




Exhibit
Number

10.5

10.6

10.7

10.8

10.9

10.10

1011

Description

Guaranty, dated as of October 10, 1997, of Navajo Corp., Navajo Southern, Inc., Navajo Crude
Oil Purchasing, Inc. and Lorefco, Inc in favor of the Holders to the Note Agreements dated as of
November 15, 1995 (incorporated by reference to Exhibit 4.29 of Registrant's Annual Report on

" Form 10-K for its fiscal year ended July 31, 1997, File No. 1-3876).

Letter of Consent, Waiver and Amendment, dated as of November 15, 1995, among Holly
Corporation, and New York Life Insurance Company, John Hancock Mutual Life Insurance
Company, John Hancock Variable Life Insurance Company, Confederation Life Insurance
Company, The Penn Insurance and Annuity Company, The Penn Mutual Life Insurance
Company, The Manhattan Life Insurance Company, The Union Central Life Insurance Company,
Safeco Life Insurance Company, American International Life Assurance Company of New York,
Pan-American Life Insurance Company and Jefferson-Pilot Life Insurance Company
(incorporated by reference to Exhibit 4.3 of Registrant's Quarterly Report on Form 10-Q for the
quarterly period ended October 31, 1995, File No. 1-3876).

The First Amendment to Note Agreement, dated as of December 31, 2001, by Holly Corporation,
John Hancock Mutual Life Insurance Company and each other Purchaser to that Note Agreement,
dated as of November 15, 1995, between the Company, John Hancock and the Other Purchasers
(incorporated by reference to Exhibit 10.7 of Registrant’s Annual Report on Form 10-K for its
fiscal year ended July 31, 2001, File No. 1-3876).

$100,000,000 Amended and Restated Credit and Reimbursement Agreement, dated as of April
14, 2000, among Holly Corporation, Navajo Refining Company, Black Eagle, Inc., Navajo Corp.,
Navajo Southern, Inc., Navajo Northern, Inc., Lorefco, Inc., Navajo Crude Oil Purchasing, Inc.,
Navajo Holdings, Inc., Holly Petroleum, Inc., Navajo Pipeline Co., Lea Refining Company,
Navajo Western Asphalt Company and Montana Refining Company, A Partnership, as Borrowers
and Guarantors, the Banks listed herein, Canadian Imperial Bank of Commerce, as
Administrative Agent, CIBC Inc., as Collateral Agent, Fleet National Bank, as Collateral Monitor
and Documentation Agent and CIBC World Markets Corp., as sole Lead Arranger and
Bookrunner, with schedules and exhibits (incorporated by reference to Exhibit 4 of Registrant's
Quarterly Report on Form 10-Q for its quarterly period ended April 30, 2000, File No. 1-3876).

Amendment No. 1 dated as of July 14, 2000, of Amended and Restated Credit Agreement dated
as of April 14, 2000 (incorporated by reference to Exhibit 4.13 of Registrant's Annual Report on
Form 10-K for its fiscal year ended July 31, 2000, File No. 1-3876).

Agreement of Increased Commitment as of August 2, 2000, of Amended and Restated Credit
Agreement dated as of April 14, 2000 (incorporated by reference to Exhibit 4.14 of Registrant's
Annual Report on Form 10-K for its fiscal year ended July 31, 2000, File No. 1-3876).

Letter Agreement as of August 2, 2000, with respect to the Amended and Restated Credit
Agreement dated as of April 14, 2000 (incorporated by reference to Exhibit 4.15 of Registrant's
Annual Report on Form 10-K for its fiscal year ended July 31, 2000, File No. 1-3876).




Exhibit
Number

1012
1043
10.14

10.15%

10.16*

10.}7*
10.18*
10.19*
10.20
10.21
1022

10.23*

10.24

Description

Amendment No. 2 dated as of April 4, 2001 of Amended and Restated Credit Agreement dated as
of April 14, 2000 (incorporated by reference to Exhibit 4 of Registrant's Quarterly Report on
Form 10-Q for its quarterly period ended April 30, 2001, File No. 1-3876).

Amendment No. 3 dated as of August 7, 2001 of Amended and Restated Credit Agreement dated
as of April 14, 2000 (incorporated by reference to Exhibit 10.13 of Registrant’s Annual Report on
Form 10-K for its fiscal year ended July 31, 2001, File No. 1-3876).

Amendment No. 4 dated as of September 26, 2001 of Amended and Restated Credit Agreement
dated as of April 14, 2000 (incorporated by reference to Exhibit 10.14 of Registrant’s Annual
Report on Form 10-K for its fiscal year ended July 31, 2001, File No. 1-3876).

Holly Corporation Stock Option Plan - As adopted at the Annual Meeting of Stockholders of
Holly Corporation on December 13, 1990 (incorporated by reference to Exhibit 4(i) of
Registrant's Annual Report on Form 10-K for its fiscal year ended July 31, 1991, File No. I-
3876).

Holly Corporation Long-Term Incentive Compensation Plan as Amended and Restated (Formerly
Designed the Holly Corporation 2000 Stock Option Plan) - As approved at the Annual Meeting
of Stockholders of Holly Corporation on December 12, 2002 (incorporated by reference to
Exhibit 10 of Registrant's Quarterly Report on Form 10-Q for its quarterly period ended October
31, 2002, File No. 1-3876).

Supplemental Payment Agreement, dated as of July 8, 1993, between Lamar Norsworthy and
Holly Corporation (incorporated by reference to Exhibit 10(a) of Registrant's Annual Report on
Form 10-K for its fiscal year ended July 31, 1993, File No. 1-3876).

Holly Corporation -Supplemental Payment Agreement for 2001 Service as Director
(incorporated by reference to Exhibit 10.19 of Registrant’s Annual Report on Form 10-K for its
fiscal year ended July 31, 2002, File No. 1-3876).

Holly Corporation -Supplemental Payment Agreement for 2002 Service as Director
{(incorporated by reference to Exhibit 10.20 of Registrant’s Annual Report on Form 10-K for its
fiscal year ended July 31, 2002, File No. 1-3876).

Amendment No. 5 dated May 6, 2002, of Amended and Restated Credit Agreement dated as of
April 14, 2000 (incorporated by reference to Exhibit 10.21 of Registrant’s Annual Report on
Form 10-K for its fiscal year ended July 31, 2002, File No. 1-3876).

Amendment No. 6 dated August 6, 2002, of Amended and Restated Credit Agreement dated as of
April 14, 2000 (incorporated by reference to Exhibit 10.22 of Registrant’s Annual Report on
Form 10-K for its fiscal year ended July 31, 2002, File No. 1-3876).

Amendment No. 7 dated May 15, 2003, of Amended and Restated Credit Agreement dated as of
April 14, 2000 (incorporated by reference to Exhibit 99.2 of Registrant’s Form 8-K dated June 1,
2003, File No. 1-3876).

Holly Corporation — Supplemental Payment Agreement for 2003 Service as Director
(incorporated by reference to Exhibit 10.2 of Registrant's Quarterly Report on Form 10-Q for the
quarterly period ended January 31, 2003, File No. 1-3876).

Asset Purchase and Sale Agreement between Phillips Petroleun Company as Selier and Holly
Corporation as Buyer Dated as of December 20, 2002 (incorporated by reference to Exhibit 10.1
of Registrant's Quarterly Report on Form 10-Q for the quarterly period ended January 31, 2003,
File No. 1-3876).
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21.1

231

311

312

321

322

Subsidiaries of Registrant

Consent of Independent Auditors

Certification of Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer under Section 906 of the Sarbanes-Oxley Act of 2002,

Certification of Chief Financial Officer under Section 906 of the Sarbanes-Oxley Act of 2002.

Constitute management contracts or compensatory plans or arrangements.
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HOLLY CORPORATION

SUBSIDIARIES OF REGISTRANT

Name of Entity

Black Eagle, Inc.

Hollycorp Aviation, L.L.C.

Holly Refining & Marketing Company
Holly Logistic Services, L..L.C.

Holly Petroleum, Inc.

Holly Refining Communications, Inc.
Holly Utah Holdings, Inc.

Lea Refining Company

Lorefco, Inc.

Montana Refining Company, a Partnership (1)
Montana Retail Corporation

Navajo Crude Oil Purchasing, Inc.
Navajo Holdings, Inc.

Navajo Northemn, Inc.

Navajo Pipeline Co., L.P. (2)

Navajo Pipeline GP, L.L.C.

Navajo Pipeline LP, L.L.C.

Navajo Refining Company, L.P. (3)
Navajo Refining GP, L.L.C.

Navajo Refining LP, L.L.C.

Navajo Southern, Inc.

Navajo Western Asphalt Company
Rio Grande Pipeline Company

Woods Cross Refining Company, L.L.C. (4)

State of
Incorporation

or Organization

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Montana
Delaware
New Mexico
New Mexico
Nevada
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
New Mexico
Texas
Delaware

EXHIBIT 21.1

(1) Montana Refining Company, a Partnership also does business as Montana Refining

Company.

(2) Navajo Pipeline Co., L.P. also does business as Navajo Pipeline Co.
(3) Navajo Refining Company, L.P. also does business as Navajo Refining Company.
(4) Woods Cross Refining Company, L.L.C. does business as Holly Refining & Marketing

Company.
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OFFICERS

Lamar Norsworthy
Chairman of the Board and Chief B ecutive Officer

Matthew P. Clifton

President

John V. Genova
Executive Vice President, Refining ond Marketing

W. John Glancy

Senior Vice President, General Counsel and Secretary

Stephen J. McDonnell

Vice President and Chief Financial 0 ficer

David G. Blair
Vice President, Marketing Asphalt and Specialty Products

Lelend J. M. Griffin

Vice President, Montana Operations

Tommy D. Guercio
Vice President, Information Technology

M. Neale Hickerson
Vice President, Treasury and Investo" Relations

Randall R. Howes
Vice President, Engineering and Process Development

David L. Lomp

Vice President, Refinery Operations

Mike Mirbagheri

Vice President, International Crude Cil and Refined Products

Mark A. Plake

Vice President, Human Resources anc Governmental Relations

Bruce R. Shaw
Vice President, Corporate Development

Scott (. Surplus
Vice President and Controller

James G. Townsend
Vice President, Pipelines and Termine|s

Kathryn H. Walker
Vice President, Accounting - Crude Oil Supply and Trading

Gregory A. White
Vice President, Marketing and Product Supply

' HOL]LY CORPORATION

DIRECTORS

Lamar Norsworthy "
Chairman of the Board and
Chief Executive Officer of the Company

Matthew P Clifton

President of the Company

W. John Glancy

Senior Vice President, General Counsel and
Secretary of the Company

William J. Gray @

Consultant and former Senior Vice President of the Company

Marcus R. Hickerson 2t

President of Waxahachie Community
Developmen Corporation

Thomas K. Matthews, 1 s
Financial Consultant

Robert G. fcKenzig o
Consultant

Juck P. Reid 0@

Former Executive Vice President of the Company

Paul T. Stoffel @

Chairman of Triple S Capital Corporation

{1) Member cf the Executive Committee
of the Bourd of Directors
{2) Member of the Audit Committee of the Board of Directors
{3) Member of the Public Policy Committee
of the Bourd of Directors
{4) Member of the Compensation Committee
of the Board of Directors
{5) Member of the Nominating / Corporate Governance
Committee of the Board of Directors

CORPORATE DATA

(ORPORATE OFFICE

Holly Corporation

100 Crescent Court

Suite 1600

Dallos, Texas 75201-6927
(214) 871-3555
www.hollycorp.com

REFINERIES

Navajo Refining Company
501 East Main

Artesi, New Mexico 88210
(505)748-3311

Montana Refining Company
1900 10th Street NE

Great Falls, Montana 59404
(406} 761-4100

Holly Refining & Markefing Company
Woods Cross Refinery

393 South 800 West

Woods (ross, Uteh 84087-1435
(801) 299-6600

AUDITORS
Ernst & Young LLP
Daflas, Texas

STOCK TRANSFER AGENT AND REGISTRAR
American Stock Transfer & Trust Company
59 Maiden Lane
New York, NY 10038
1-800-937-5449
www.amstock com
Correspondence or questions concerning share holdings,
transfers, lost certificates, dividends, or address or registra-

tion changes should be directed o American Stock Transfer &
Trust Company.

STOCK EXCHANGE LISTING
American Stock Exchange
Ticker Symbol: HOC

ANNUAL MEETING
The annual stockholders' meeting will be held a1 9:30 a.m. on
May 13, 2004, in Suite 200, 303 West Main, Artesia, New Mexico.

SEC FILINGS

A direct link to the filings of Holly Carporation at the U5, Securities
and Exchange Commission web site is available on the Holly
Corporation web site ot www.hollycorp.com on the Investor
Refafions page.
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